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STATEMENT OF THE CHAIRMAN 


Under section 708 (e) of the Defense Production Act of 1950, the 
Attorney General is directed to review the administration of that act. 
This review is for the purpose of determining any factors which may 
tend to eliminate competition, create or strengthen monopolies, injure 
small business, or otherwise promote undue concentration of economic 
power in the course of administration of the act. 

The Defense Production Act Amendments of 1955 require the 
Attorney General to report under section 708 (e) of the act at least 
once very 3 months, and to include in these reports a statement on 
the continuing review, required of the Attorney General under the 
1955 amendments, of the voluntary agreements approved under 
section 708 of the act. 

Previous quarterly reports have been made available as committee 
prints, as follows: 

February 28, 1956 (reports dated November 9, 1955; February 
9, 1956, Tax Amortization Certificates in the incckaon Industry; 
February 20, 1956); 

August 10, 1956 (reports dated May 9, 1956; August 9, 1956, 
Tax Amortization Certificates in the Nitrogen Industry) ; 

December 6, 1956 (report dated November 9, 1956, Govern- 
ment Sponsored Industrial Research) ; 

February 13, 1957 (report dated February 9, 1957, Stockpiling) 

May 20, 1957 (report dated May 9, 1957, the Titanium Metal 
Industry) ; 

August 28, 1957 (report dated August 9, 1957, the Nickel 
Industry and the Foreign Petroleum Supply Agre ement) ; 

November 19, 1957 (report dated November 8, 1957, Expan- 
sion of Tungsten Supply) ; 

February 19, 1958 (report dated February 10, 1958, Expansion 
of Machine Tool Industry) ; and 

May 20, 1958 (report dated May 9, 1958, The Newsprint 
Industry). 

The Attorney General’s report dated August 8, 1958, contains a 
report on guaranteed loans under the Defense Production Act, and 
a review of recent activities of the voluntary agreements approved by 
the Director of the Office of Defense Mobilization and the Attorney 
General under section 708 of the Defense Production Act. 

This report is of interest to the committee and the Senate, and to 
the public. 

J. W. Futsrientr, Chairman. 
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REPORT OF THE ATTORNEY GENERAL PURSUANT TO 
SECTION 708 (e) OF THE DEFENSE PRODUCTION ACT 
OF 1950, AS AMENDED 

Aveust 8, 1958. 


To the President of the United States of America and the Senate and 
House of Representatives of the United States of America in 
Congress Assembled: 

I have the honor to submit a report in compliance with section 
708 (e) of the Defense Production Act of 1950, as amended. That 
provision directs the Attorney General to make— 

* * * surveys for the purpose of determining any factors which may tend to 

eliminate competition, create or strengthen monopolies, injure small business, or 

otherwise promote undue concentration of economic power in the course of the 
administration of this Act. Such surveys, and the reports hereafter required, 
shall include studies of the voluntary agreements and programs authorized by 
this section. The Attorney General shall submit to the Congress and the Presi- 
dent within 90 days after the approval of this Act, and at least once every three 


months, reports setting forth the results of such surveys and including such 
recommendations as he may deem desirable. 


In compliance with this direction, this report, in two parts, 
(1) studies the competitive effects of the guaranteed loan program 
instituted under the Defense Production Act, and (2) presents the 
current status of outstanding voluntary agreements and programs, 
which are under continuous review by this Department pursuant to 
section 708 (b) and (e) of the Defense Production Act. 


Part One. Guaranteed Loans 
|. INTRODUCTION 


During World War II, the Government greatly aided defense 
production by guaranteeing bank loans to defense contractors to 
enable them to produce the torrent of materials needed to win the war. 
From 1942 to 1946 these guaranteed loans, known as V-loans after 
regulation V issued by the Board of Governors of the Federal Reserve 
System, totaled approximately $10.5 billion. The program was self- 
sustaining, the Government netting about $24 million in guaranty 
fees and interest, after deducting losses and expenses.' 

Soon after the outbreak of Korean hostilities, Congress enacted 
the Defense Production Act of 1950 to provide, inter alia, a wide 
variety of incentives to increase productive capacity and supply of 
defense needed materials and services. These incentive included 
various types of financial assistance, such as direct loans under 

| Progress Report No. 39, hearing before the Joint Committee on Defense Production, 85th Cong., Ist sess., 
p. 33 et seq. (1957); Joint Committee on Defense Production, Seventh Annual Report, 8. Rept. No. 1172, 


85th Cong., 2d sess., p. 66 (1958); Burr and Sette, A Statistical Study of V-loans, pp. 3-7 (Board of Governors 
of the Federal Reserve System, 1950). 
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2 GUARANTEED LOANS 


section 302 and advances under section 303.2 Mindful of the earlier 
successful experience with V-loans, Congress also provided for a 
similar guaranteed loan program in section 301 to provide defense 
contractors with necessary working capital believed otherwise un- 
obtainable from private financial sources. 

Through this V-loan program, the Governmeni, since 1950, has 
made available to defense contractors and subconiractors close to 
$3 billion in credits. This compares with a total of $7.8 billion, the 
gross value of all transactions consummated under the act for expand- 
ing produc tive capacity and supply of defense-needed commodities * 
V-loan financing, conceivably, could have had adverse competitive 
effects on financing institutions and borrowers, and might have en- 
tailed heavy losses to the Government. However, our survey shows 
that none of these evils maierislized. To the contrary, it appears 
that material benefits flowed from the program to the lenders, the 
borrowers, and the Government alike. And the expectation of the 
Congress that small- and medium-size business would be aided in 
financing their defense production was largely realized. 

This report first examines the nature of guaranteed loans and the 
program’s siatutory authority in the broad framework of overall 
Government financing aids to defense production. The procedure ior 
applying for such loans and the criteria for determining eligibility are 
then studied. Next is considered the actual operation of the program, 
including the volume of loans and disbursements, the extent of the 
Government’s guaranty, and the profits accrued to date to the 
Government. The competitive effects of the program are then 
examined, with particular attention to the extent of participation by 
different size groups of borrowers, the interest rates they had to pay, 
and the reasons why applications were rejected. Finally, conclusions 
are presented as to the effects of the program on competition and small 
business. 


Il. GUARANTEED LOANS IN THE CONTEXT OF GOVERNMENT 
DEFENSE FINANCING 


A. NATURE OF GUARANTEED LOAN PROGRAM 


Guaranteed loans are essentially the same as other loans made by 
financing institutions without guaranty, except that the Government 
agency involved, known as the guaranteeing agency, is obligated on 
demand of the lender * to purchase a stated percentage of the loan 
and to share losses in the amount of the guaranteed percentage.’ 
The loan is made and serviced by the financing institution, and its 
own funds are disbursed. 

The borrower is not a party to the guaranty agreement entered 
into by the lender and the guaranteeing agency. No debtor-creditor 
relationship exists between the borrower and the guaranteeing agenc Vv 
unless and until the latter purchases all or part of the loan. The 
lender may call upon the guaranteeing agency to purchase the agreed 

2 Other Government financial assistance which affected the defense effort included progress payments 
and advance payments under the First War Powers Act of 1941, as amended, and other statutes, and small 
business loans under the Small Business Act of 1953, as amended. 

8 Office of Defense Mobilization, Report on Borrowing Authority, p. 9 (March 31, 1958). 


4 These are usually private banks, although a Federal Reserve bank or other public financing institution 
may be the lender. 


5 See Joint Regulations of the Departments of the Army, Navy, anc Air Force, Defense Contract Financ- 
ing Regulations, sees. 102, 300-315 (December 17, 1956), 32 C. F. R., pt. 82. 
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percentage of the loan, whether or not default by the borrower has 
occurred. To this extent, the guaranteeing agency has a deferred 
participation in the loan, 

Absent demand by the lender, however, no Government funds are 
disbursed. In return for its sharing in the risks, the guaranteeing 
agency charges the lender a fee, graduated in accordance with the 
percentage of loan guaranteed, and expressed as a percentage of the 
interest and commitment fees received by the lender from the borrower. 


B. STATUTORY AUTHORITY 


Authority for the Government’s guaranty of loans to finance defense 
production is provided in section 301 of the Defense Production Act 
of 1950.6 This permits the President to authorize various procure- 


ment agencies to guarantee loans made by public or private financing 
institutions— 


for the purpose of financing any contractor, subcontractor, or other person in 
connection with the performance of any contract or other operation, deemed by 
the guaranteeing agency to be necessary to expedite production and deliveries or 
services under Government contracts for the procurement of materials or the 
performance of services for the national defense. 


By the 1953 amendment to this section’ Congress made it clear that 
guaranteed loans could also be authorized in connection with the 
termination of defense contracts for the convenience of the Govern- 
ment and that no small-business concern should be held ineligible for 
a guaranteed loan ‘“‘by reason of alternative sources of supply” of the 
materials and services for which financing was requested. 

In enacting section 301, Congress recognized that defense produc- 
tion would require unusually large amounts of working capital which 
might not be available through ordinary commercial channels, especi- 
ally to small and medium-size concerns. Without cuaranteed loans 
“these concerns would not be able to make a full contribution to 
defense production.’’* Such loans would aid their performance as 
subcontractors, and would make practicable the award of more 
prime contracts to smaller companies.’ Moreover, it was hoped that 
guaranteed loans would prevent a “vicious circle” from developing, 
whereby firms could not obtain defense contracts or subcontracts 
until they could demonstrate they had the necessary financing but 
could not obtain the financing from banks until they had first received 
the contracts." In addition, the view was held that lending by 
private financing institutions under Government guaranty would be 
less inflationary than direct Government loans and that the interest 
of the Government would be better served if local institutions made 
and serviced the loans.” 

Pursuant to the authority vested in him by the act, the President 
on September 9, 1950, issued Executive Order 10161 ' designating the 
Departments of Interior and Agriculture and the General Services 
Administration as guaranteeing agencies, in addition to those specifi- 


6 64 Stat. 798, 800, 50 U. S. C. App. 2061. 

’ 67 Stat. 129, 50 U. S. C. App. 2091. 

* H. Rept. No. 2759, 81st Cong., 2d sess., p. 7 (1950). 
® Ibid. 

1° S. Rept. No. 2250, 81st Cong., 2d sess., p. 18 (1950). 
1"! Thid. 

12 Progress Report No. 39, supra, at p. 34. 

1315 F. R. 6105. 
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cally enumerated in the act, viz, the Departments of the Army, Navy, 
and Air Force and the Department of Commerce.'* These agencies 
were authorized, in the language of section 301 (a) of the act, to 
guarantee loans in order to expedite defense production. The Execu- 
tive order empowered each Federal Reserve bank to act, subject to the 
supervision of the Board of Governors of the Federal Reserve System 
as fiscal agent on behalf of the guaranteeing agencies. And the 
President delegated to the Board of Governors authority, after con- 
sultation with the guaranteeing agencies, to prescribe regulations 
governing the forms and procedures to be used and the interest rates, 
guaranty fees, and other charges in connection with guaranteed loans. 

Executive Order 10161 was superseded by Executive Order 10480 ® 
in August 1953. The latter substantially repeats the provisions of 
the earlier order ay respect to guaranteed loans. However, in 
conformity with the 1953 amendments to the act, it provides that 
loans may also be relents in connection with the termination, for 
the Government’s convenience, of defense contracts, and that small 
business concerns may be eligible for guaranteed loans despite the 
availability of alternative sources of supply. 


C. OTHER GOVERNMENT FINANCING AIDS TO DEFENSE PRODUCTION 


It is beyond the scope of this report to consider in detail other forms 
of Government financing of defense production. However, some of 
these, including progress payments, advance payments, loans under 
section 302 of the Defense Production Act, advances under section 
303 of that act, and loans under the Small Business Act of 1953, are 
described briefly so that the V-loan program may be seen in a broader 
context of Government-financing aids to defense procurement."® 

A contractor having prime procurement contracts with the armed 
services May receive progress or advance payments from them to 
finance his performance.” Unlike V-loans, however, such payments 
are not directly available to subcontractors. Progress payments, as 
defined by Department of Defense,’* are payments made as work 
progresses under a contract; they may be based on cost incurred, 
percentage of completion accomplished, or on particular stage of com- 
pletion. Such payments are often made in connection with contracts 
for shipbuilding, ship conversion and repair, real estate construction, 
and contracts involving a lead time of more than 6 months. Progress 
payments account for by far the largest volume of contract financing 
by the Department of Defense.” 


4 Executive Order 10281 of August 28, 1951 (16 F. R. 8789), designated the Defense Materials Procurement 
Agency (DMPA) and the Atomic Energy Commission as additional guaranteeing agencies. DMPA 
4 an . guaranteeing agency on its abolition in August 1953 (Executive Order 10480, August 18, 1953, 
18 F. R. 4939). 

1518 F. R. 4939, August 18, 1953. As provided in Executive Order 10480, the guaranteeing agencies are 
the Departments of the Army, Navy, and Air Force, the Atomic Energy Commission, the General Services 
Administration, and the Departments of Commerce, Interior, and Agriculture. 

16 See Financing Small Business, report to the Committees on Banking and Currency and the Select 
Committees on Small Business, U. 8. Congress, 85th Cong., 2d sess., pts. 1 and 2, p. 253 et seq., especially 
table 1 at p. 255 (1958); see also DOD’s Defense Contract Financing Regulations, supra; Bachman, Defense 
Department Contract Financing, 25 George Washington Law Review, p. 228 (1957); Cary, Government 
Financing of Essential Contractors, 66 Harvard Law Review, p. 834 (1953). 

17 55 Stat. 839 (1941); 64 Stat. 1257 (1950), 50 U. S. C. App. 611, 20 Comp. Gen. 917 (1941). 

18 DOD Directive 7840.1, April 22, 1954, 32 C. F. R., pt. 82, App. 5; Defense Contract Financing Regula- 
tions, supra, pt. V. 

19 According to advice from DOD, as of March 31, 1958, its progress payments outstanding totaled about 
$5.1 billion, of which approximately $1.5 billion was for real estate construction; its guaranteed loans out- 
standing were about $300 million; and its advance payments outstanding were about $46 million. 
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Advance payments, ” as defined by the Department of Defense, 
are moneys paid in advance by the Government to a contractor, prior 
to and in anticipation of performance under a contract.“ Like 
progress payments, advance payments are expected to be liquidated 
from moneys due the contractor on performance of the contract. 
But, unlike progress payments, advances are not measured by per- 
formance and customari y precede performance. Advance payments 
are particularly useful in VSeaRneeRigOh with nonprofit research contracts 
made with universities and contracts for the management of Govern- 
ment-owned plants.” Unlike V-loans which do not initially, and 
may not even ultimately, require the outlay of Government moneys, 
progress and advance payments do require such outlays, and private 
financing institutions do not participate in such payments. 

Apart from armed services procurement, advance payments are 
also authorized by section 303 (b) of the Defense Production Act in 
connection with purchases of or commitments to purchase defense- 
needed metals, minerals, and other materials. Under this authority, 
General Services Administration has made close to $190 million in 
advance payments, some $54 million of which were to machine tool 
builders.” GSA’s advance payments have totaled more than the 
V-loans which it has guaranteed.* 

Another type of Government financing aid for defense production is 
authorized by section 302 of the Defense Production Act of 1950. 
Under this section and Executive Order 10480,” the Department of the 
Treasury (successor in this respect to the Reconstruction Finance 
Corporation) and the Export-Import Bank have made direct loans, or 
have participated with private banks on an immediate or deferred 
basis, in loans to private business totaling approximately $345 
million.” In contrast to V-loans, the great bulk of section 302 loans 
have been made for defense-needed faci Fities expansion rather than for 
working capital purposes.% In addition, while the guaranteeing 
agencies may authorize V-loans without ODM * approval, that agency 
must certify the essentiality of each loan made under section 302. 
Moreover, the borrowing authority limitation of $2.1 billion estab- 
lished in section 304 of the act applies to section 302 loans, but not to 
V-loans. As to the latter, the guaranteeing agencies are authorized 
to use moneys appropriated to them for that purpose or for the 
purpose of meeting the necessities of national defense. Finally, 
under section 302 such a loan may be extended “‘only to the extent that 
it is not otherwise available on reasonable terms.’’ No such limitation 
is specifically set forth in section 301 for V-loans. However, the 


2% Also authorized under 70A Stat. 131 (1956), 10 U. 8. C. 2307 (Supp. V, 1958). 

21 DOD Directive 7830. 1, May 31, 1956, 32 C. F. R., pt. 82, App. 4; Defense Contract Financing Regula- 
tions, supra, pt. IV. 

Bachman, supra, at p. 239. 

2 Progress Report No. 38, hearing before the Joint Committee on Defense Production, 85th Cong., Ist 
sess., p. 9 (1957); Attorney General, Report Pursuant to Section 708 (e) of the Defense Production Act of 
1950, as amended, p. 27, note 59 (February 10, 1958). 

%4 See appendix table 1. 

2°18 F. R. 4939, August 18, 1953. 

28 A loan in which the Government participates on a deferred basis is very similar in legal effect to a 

teed loan, for in each case the Government is obligated to purchase an agreed portion of the loan on 
demand of the lender. 

27 Advice from Treasury and the Export-Import Bank. See also Office of Defense Mobilization, Report 
on Borrowing Authority, p. 7, table 1 (March 31, 1958). 

28 However, some V-loans have been authorized by GSA and AEC for facilities expansion, while RFC 
— ——— $1.5 million in loans for working capital under sec. 302. 

ffice of Defense Mobilization during the period covered by this report. It should be noted that, 
bri the President’s Reorganization Plan No. 1 of 1958, this agency is now styled Office of Defense and Civilian 
Mobilization. 23 F. R. 4991, July 1, 1958. 
30 Sec. 301 (d) of the act. 
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guaranteeing agencies do not, as a matter of policy, authorize a loan 
guaranty where the requisite financing is available without guaranty. 

In addition to the foregoing types of Government financing assist- 
ance, the Small Business Administration is authorized to make loans 
to small business concerns to finance plant and equipment expansion 
and for working capital purposes.*"’ Since the inception of its loan 
program in 1953, Small Business Administration has authorized 8,597 
business loans totaling $398,148,000. No doubt, a portion of these 
loans have been made to finance defense activities of small business. 

The magnitude of the V-loan program is seen from the fact that 
during the period 1942-53, V-loans amounted to approximately $12.7 
billion of a total of $19.1 billion of all types of business loans and 
guaranties by Federal agencies; during the period from 1954 to 1957, 
V-loans amounted to $530 million of a total of some $1 billion in loans 
and guaranties.* 


D. ORDER OF PREFERENCE IN METHODS OF FINANCING 


Section 207 (a) of the Small Business Act of 1953, as amended, 
establishes certain preferences among modes of financing under that 
act in this order: deferred participations, immediate participations, 
direct loans. Thus, the Small Business Administration is not author- 
ized to make a direct loan to a small business firm unless a participation 
with a private lender is not available, and it may not immediately 
participate in a loan with a private lender if a deferred participation 
is available. 

The Defense Production Act does not in terms establish an order- 
of-financing preference. However, the prohibition against section 302 
loans if financial assistance is “otherwise available on reasonable 
terms,’’ may require a borrower to exhaust the possibility of obtaining 
a V-loan under section 301 as a condition precedent to obtaining 
a loan under section 302. Even where the applicant is otherwise 
eligible for a section 302 loan, the Treasury Department, as a matter 
of policy and in the interest of minimizing the risk to the Government, 
will seek to interest a private lender to join in the loan. Where 
possible, the Treasury Department tries to restrict its own 
participation to a deferred basis. 

feaielarty, although section 303 (b) of the act governing advance 
payments contains no requirement establishing preferences, the 
agencies making the purchase contracts or commitments (chiefly 
General Services Administration) customarily seek to avoid the outlay 
of Government moneys in advance of performance by getting the 
contractor to obtain (in that order) private financing without Govern- 
ment guaranty, progress payments, V-loans, or section 302 loans.** 
And the grant of the privilege of accelerated tax amortization may 
often be a sufficient incentive to expand capacity without loans, 


31-69 Stat. 548 (1953), 15 U. 8S. C. 636 (Supp. V, 1958); Public Law 536, 85th Cong., 2d sess., sec. 7 (a), (July 
18, 1958). 


#2 Small Business Administration, 9th Semiannual Report, p. 31 (1958); Financing Small Business, supra, 
at p. 262. 

33 Loans for working capital may be made under the Small Business Act to finance defense or essential 
civilian production. 


3 Financing Small Business, supra, at p. 255, table 1. Progress and advance payments are excluded from 
these totals. 


35 Now sec. 7 (a) of the Small Business Act of 1958. 
3% GSA Manual GS3-5, Credit, Finance and Insurance, sec. 702.02 (April 14, 1954). 








GUARANTEED LOANS 7 


advances, or other Government financial assistance authorized by the 
Defense Production Act.” 

In 1953 the Department of Defense established a prefereatial order 
of financing its procurement, under which, to the extent practicable, 
V-loans came second after private financing without any DOD guar- 
anty, and progress payments and advance payments were ranked 
third and fourth, respectively.** This superseded an earlier order 
which ranked V-loans third, after progress payments.” Apparently, 
DOD’s successful experience with V Ioarie led to the preference for 
this type of contract financing. GSA, on the other hand, prefers 
progress payments to V-loans. 


Ill. Scope aND OPERATION OF THE GUARANTEED LOAN PROGRAM 
A. ELIGIBILITY REQUIREMENTS 


As previously noted section 301 of the act and Executive Order 
10480 set forth as criteria of eligibility that the contract or other 
operation of the prospective borrower to be financed by the V-loan 
must be deemed by the guaranteeing agency to be necessary to 
expedite production and deliveries or services under a Government 
defense procurement contract.” It should be noted that the pros- 
spective borrower need not himself hold a prime defense procurement 
contract; he may be eligible if he is a subcontractor of the first tier 
or even below. 

Under policies adopted by the guaranteeing agencies a loan will not 
be guaranteed unless the appropriate agency finds (a) that the 
materials or services to be furnished by the borrower are necessary to 
the national defense; (6) that (except for small business concerns) 
such materials or services cannot be procured readily from an alter- 
native source without prejudice to the national defense; (¢) that 
Government financing through a loan guaranty is reasonably required 
for performance by the borrower, i. e., that financing through con- 
ventional credit channels is unavailable without a guaranty; (d) that 
there is reasonable assurance that the loan can be repaid; and (e) that 
the borrower is competent to perform the contract for which financing 
is sought.*! 

Pursuant to congressional mandate, @ small business concern is not 
to be denied a loan guaranty simply because the materials can be 
readily procured from an alternative source. In general, however, the 
criterion that the materials cannot readily be procured from an 
alternative source does not mean that they must be absolutely 

37 Some $22.4 billion in facilities estimated to cost more than $38 billion have been certified by ODM and 
its predecessor agencies as eligible for rapid tax writeoff. Joint Committee on Defense Production, Seventh 
Annual Report, 8. Rept. No. 1172, 85th Cong., 2d sess., pp. 112-113 (1958). The joint committee has ques- 
tioned, particularly in connection with the nickel expansion program, whether rapid tax amortization and 
purchase contracts should be favored as Government incentives over direct or guaranteed loans. Id., at 
pp. 3, 4, 23-24, 69-71, 

38 DOD Directive No. 7800.1, October 30, 1953, 32 C. F. R., pt. 82, App. 1. 

39 See, Memorandum, October 14, 1950, from the Deputy Secretary of Defense entitled ‘‘Defense Contract 
Financing Policy.’’ Quoted in Cary, supra, at pp. 837-838. 

40 The borrower may also be eligible if the proposed loan is in connection with the termination for the 
convenience of the Government of a defense contract. Such guaranteed loans are expected to provide 
necessary financing pending termination settlements and payments. DOD, which is the chief guaranteeing 
agency in terms of the number and amount of guaranteed loans, advises that no such loans have been applied 
for or granted in connection with contract termination, although the amount of permissible borrowing 
under a V-loan granted for contract performance may be based in part on expected termination payments. 

4! See, e. g., DOD, Defense Contract Financing Regulations (December 17, 1956), 22 F. R. 815; AEC, 
Policies and Procedures Governing the Administration of V-loan Guaranty Authority (September 26, 1950); 
GSA Manual GS3-5, supra; Commerce Department Order No. 132, as amended (November 27, 1953); 


Commerce Administrative Order 201-6, as amended (December 31, 1956). 
« The 1953 amendment to sec. 301 of the Defense Production Act. 67 Stat. 129, 50 U. S. C. App. 2091. 
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unobtainable elsewhere. Even though there are alternative sources 
of supply, guaranteed loans are permitted where the urgency of supply 
schedules, technical capacity of the contractor, comparative prices, 
time and expense of reletting the contract, and other practical factors 
establish that it is to the Government’s ‘advantage not to resort to 
alternative sources 

One of the reasons for reviving the guaranteed loan program during 
the Korean emergency was to prevent the possible ‘‘vicious circle”’ of 
defense procurement contracts hinging on contract financing. Accord- 
ingly, the Department of Defense laid down a policy that a con- 
tractor’s need for a guaranteed loan to help finance his production 
should not be treated as a bar to awarding him a defense contract. 
And while a guaranteed loan may not be authorized until after the pro- 
spective borrower has obtained the defense contract or subcontract, 
the application for such a loan may be processed coincident with the 
borrower’s active negotiation for the contract.“ 


B. OPERATIONAL PROCEDURES 


The procedure in applying for V-loans and processing applications 
is designed to determine expeditiously whether the prospective 
borrower is eligible for such a loan in terms of the defense nature of his 
production and whether, weighing defense needs against the financial 
risks involves, a guaranty would be prudent and in the best interest 
of the Government. 

The borrower may apply to any financing institution for a loan, 
although, customarily, he applies to his local bank. If the bank is 
willing to make the loan without any guaranty by the Government, the 
section 301 guaranty authority is not, of course, invoked. If the 
bank is unwilling to make the loan without a Government guaranty 
either because the risk is too great or because the bank might thereby 
overcommit its legal lending authority *“—it may ask the Government 
to guaranty the loan in whole or in part. 

It is not the borrower, but the bank, which applies for the guar- 
anty. The bank sends its application, which includes data showing 
the defense contracts or subcontracts of the borrower for which 
financing is sought, and pertinent financial information on the bor- 
rower, to the Federal Reserve bank for its district. The Federal 
Reserve bank promptly sends a copy of the application to the Federal 
Reserve Board for transmission to the appropriate guaranteeing 
agency ** so that the latter may lose no time in deter mining the 
borrower's eligibility in terms of the defense needs for the materials 
and services to be provided. Coincident with such determination, 
the Federal Reserve bank makes any credit investigation of the 
borrower it deems necessary to supplement or verify the information 
supplied by the applicant bank. It then prepares a report and recom- 

43‘*4 contractor deemed reliable, competent, capable, and otherwise responsible must not be regarded 
as any less responsible by reason of the need for reasonable contract financing provided or guaranteed by 
a military department.’”’ Sec. 206, Defense Contract Financing Regulations; DOD Directive 7800.4, 
November 16, 1956, 32 C. F. R., pt. 82, App. 2. AEC has adopted a similar policy. 

44 Sec. 303, Defense Contract Financing Regulations. 

45 It is generally held that the guaranteed portion of a loan does not come within the legal lending limits 
of commercial banks. Hence, banks are enabled to make a far greater volume of guaranteed loans than 
loans without guaranty. Bachman and Lanman, Defense Contract Financing, 12 Fed. B. J., pp. 287, 
291 (1952). 

46 In general this is the guaranteeing agency holding the contract involving the borrower. However, a 
borrower may obtain a single V-loan to expedite performance under a number of contracts or subcontracts 
in which various agencies are interested. In that case, the guaranteeing agency is the one having the great- 
est financial interest in the group of contracts as a whole. 
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mendation on whether a guaranty is warranted in terms of the finan- 
cial risks involved. This is submitted to the Federal Reserve Board 
for transmission to the guaranteeing agency.” The latter reviews 
the report and recommendation and may make a further credit 
investigation of the borrower. Having satisfied itself on the basis of 
these data that a guaranteed loan would be a prudent risk for the 
Government and necessary to the borrower because of the lack of 
financing without guaranty, the guaranteeing agency must weigh 
the factors of defense necessity, availability of the commodities or 
services elsewhere (except where the borrower is a small business), 
and competence of the borrower to perform the contracts for which 
the loan is sought.” If after considering all these factors the guar- 
anteeing agency decides in favor of the loan guaranty, it authorizes 
the Federal Reserve bank to execute and deliver to the lender a stand- 
ard form of guaranty agreement, incor por ating terms and conditions 
specified by the guaranteeing agency. The Federal Reserve bank, 
acting as fiscal agent of the guaranteeing agency, thereupon enters 
into such a guaranty agreement with the lender. 


C. TERMS AND CONDITIONS 


In most cases guaranteed loans are made for working capital pur- 
poses, rather than for the expansion of facilities.” Accordingly, they 
have maturities generally ranging only from 6 to 24 months.” How- 
ever, in some instances GSA has authorized loan guaranties for longer 
terms to provide fixed capital for expansion of machine tool capacity 
and facilities for mining and processing strategic minerals and metals. 
The Atomic Energy Commission has also authorized a few long-term 
guaranteed loans for plant expansion purposes.®! 

Under the terms and conditions established for working capital 
loans, the face amount of the loan authorization is, in effect, a stipu- 
lated line of credit open to the borrower over the specified period, 
against which he may borrow from time to time as needed. The 
amounts of the periodic disbursements under this authorization are 
governed by formulas to insure that they will be used in connection 
with the particular contract or contracts. They also insure that 
performance will be made, at least in part, with the borrower’s own 
money. Thus, the periodic disbursements are normally limite d to 90 
percent of the value of the contractual work so far performed or of the 
expenditures already made or committed which are reimbursable 
under the contract. 

However, a feature of V-loans is that the total amount of the 
various disbursements need not be limited to the amount of the 
loan authorization. Provided that repayment is periodically made to 
keep the outstanding indebtedness within the face amount of the 
authorization and the loan formulas stated above, disbursements can 
continue as needed, over the life of the authorization. Accordingly, 


{7 Board of Governors of the Federal Reserve System, regulation V, as revised September 7, 1950, 15 F. R. 
6630. See also DOD, Defense Contract Financing Regulations, supra. 

4 Within DOD these three factors are determined by the procurement office which issues a certificate of 
eligibility if its findings are favorable to the borrower. The financing office determines the questions of 
creditworthiness of the borrower and availability of financing without Government guaranty. 

49 See DOD’s Defense Contract Financing Regulations, supra, secs. 202, 203; DOD’s Directive 7800.2, 
March 12, 1954, 32 C. F. R., pt. 82, App. 3. 

509 Depending upon circumstances, however, the maturity dates may be extended from time to time. In 
addition the face amount of the loan may be subject to change. 

5! Progress Report No. 39, supra, at p. 34, appendix table 1. 








10 GUARANTEED LOANS 


the loan authorization can be used as a “revolving credit” system, 
and the total funds disbursed can greatly exceed the face amount of the 
guaranteed loan.” 

Standard forms of V-loan applications and guaranty agreements 
used by the Federal Reserve Board are based largely upon its experi- 
ence gained with the similar program in World War II. The loan 
agreements customarily require the borrower to assign to the lender, 
as security for the loan, his claim to moneys due or to become due 
under his defense contracts. Ordinarily, mortgages on fixed assets, 
liens, or other security arrangements pertaining to inventories are not 
required as collateral, but the lender or the guaranteeing agency may 
insist on such collateral where deemed necessary for its protection. 
The loan agreements also customarily deal with such matters as sub- 
ordination by sureties, borrowings outside the V-loan, periodic 
financial information to be supplied by the borrower, and maintenance 
of minimum amounts of net current assets by the borrower. The 
agreements will also contain other convenants tailored to fit the 
circumstances of the particular loans. 


D. CHARGES ON GUARANTEED LOANS 


In addition to standard forms of guaranty agreements, the Federal 
Reserve Board also established in 1950 the rates pertaining to the 
various charges involved in guaranteed loans. These are interest, 
commitment fees, and guaranty fees. The former two are payable 
by the borrower to his ‘lender for the use or availability of the loan 
authorization. The latter is payable by the lender to the guaranteeing 
agency for sharing in the risk of the loan. 

The Board prescribed a maximum rate of interest of 5 percent. 
This is payable only on the actual outstanding disbursements under 
the loan authorization. This rate was raised in May 1957 to a 
maximum of 6 percent because of the tight money market then 
existing.” 

The Board also set at one-half of 1 percent the maximum commit- 
ment fee chargeable on a V-loan. This is payable on the undisbursed 
portion of the loan authorization. It is considered as a service charge 
for holding available to the borrower a line of credit in a stated 
amount—i. e., the face amount of the loan authorization—even 
though the actual loan disbursement may be some lesser amount. 
This charge is shared by the lender and the guaranteeing agency. 
The prescribed maximum fee has remained unchanged since 19: 50. 

The schedule of guaranty fees established by the Board has also 
remained unchanged. These fees, which are paid by the lender to 
the guaranteeing agency, are expressed as a percentage of the interest 
and commitment fee payable by the borrower and are graduated in 


accordance with the percentage of the loan which is guaranteed. The 
guaranty fee schedule © is as follows: 


82 For example, one manufacturer of engines and parts was granted a V-loan of $30 million, but, because 
of the revolving credit technique, he received $364.8 million in disbursements under that loan. 

‘88 DOD’s Defense Contract Financing Regulations, supra, secs. 310-313; Bachman, Defense Depart- 
ment Contract Financing 25 George Washington Law Review, pp. 228, 235-236 (1957). 

‘+ Banks were reluctant to make these loans when they could readily obtain outside lending business at 
higher interest rates. The Federal Reserve Board, with the support of the guaranteeing agencies, stated 


that the increased interest rate would aid small business in obtaining V-loans. Progress Report No. 39, 
suvra, at pp. 34-36. 


35 Id., at p. 34. 
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Guaranty fee (percentage of 
interest and commitment 
fee payable by borrower on 


Percentage of loan guaranteed: guaranty portion of loan) 
Oe Oe BN 6 ow os cot nick cng one Sox: se museil cme ahs aca se 10 
VOL s rere nT se See ee eer oe Dee 15 
Oe aS GUS Se £0. ART ARS eee Se ee 20 
BB. 5 cidaree- cc. Lk ee ed a. 2 ee eee 25 
MO  scncnety be ThE teach cltaresttvetaa ds bina: cba tabinsia Reeves alte o aie. ee 30 
+ IS ita ape oie Tiel ® Fee beetipalie ne li) ESD ct PE gegen No AR BSS a 35 
OVE OO et ee eee oe ee et dager as Seo 40-50 


1 It is only in rare cases that the guaranteeing agencies will authorize a 100 percent guaranty of a loan: 
the operations of the borrower must be vital to the national defense and no other suitable means of financing 
must be available. DOD, Defense Contract Financing Regulations, supra, sec. 307. For an example of 
such a 100 percent V-loan, see the loan to Glen L. Martin €o.., discussed in Cary, supra. 


Thus, for example, on a $10,000 V-loan bearing interest at the rate 
of 5 percent a year, where the entire amount is disbursed to the 
borrower, the lender is required to pay $35 a year to the guaranteeing 
agency when 70 percent of the loan is guaranteed, $80 when 80 percent 
is guaranteed, and $135 when 90 percent of the loan is guaranteed. 
The rather sharp gradations in guaranty fees are designed to cover 
the greater risk to the Government and at the same time make it 
more attractive to the lender to make the loan with a minimum of 
guaranty. Of course, to the extent that a V-loan is purchased by the 
guaranteeing agency, it receives the full interest payable by the 
borrower on the portion of the loan purchased. 


E. VOLUME OF V-LOANS AND DISBURSEMENTS 


From the inception of the V-loan program in 1950 through April 
1958, 1,514 loans totaling $2.9 billion were authorized to 1,112 bor- 
rowers. V-loan authorizations ranged in size from $4,500 to $100 
million. Many of these loans involved revolving credits under which 
the borrower could repeat the borrow-and-repay sequence a number 
of times while his loan authorization was in effect. Thus, although 
the 1,514 loans authorized amounted to approximately $2.9 billion, 
more than $11.6 billion were actually disbursed on those loans.*® 
While the amount of disbursements is a measure of the activity under 
the program, it should be recognized that at no time during the pro- 
gram has the amount of loans outstanding exceeded $1 billion.” 
Nevertheless, the use of the revolving credit system rather than 
straight loans was beneficial to defense contractors. It made for 
lower overall interest charges and allowed contractors the use of the 
required funds only when actually needed. 

Revolving credits were much more extensively employed in the 
present V-loan program than in the World War II period. Then, 
disbursements were approximately $12.3 billion on some $10.3 billion 
in V-loans authorized,** a spread of about $2 billion compared to a 
spread of about $8.7 billion during the present program. 

V-loan authorizations and disbursements were most extensive dur- 
ing the period of Korean hostilities. From October 1950 through 
June 1953, 1,237 V-loans totaling $2.3 billion were authorized, on 
which $5.7 billion were disbursed. However, defense procurement 
needs since the end of the Korean emergency have dictated a con- 





5 Appendix table 2. 


‘t The average of the total loans outstanding during the program amounts to $514 million. Derived 
from appendix table 2. 


58 Burr and Sette, supra, at p. 14. 
29869—58—— 3 
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tinued active exploitation of the V-loan program. From July 1953 
through April 1958, 277 V-loans totaling $653 million have been 


authorized. During this period, disbursements have amounted to 
$5.9 billion, although part of these were on V-loans authorized in the 


earlier period.” On April 30, 1958, 138 V-loans totaling $343.5 


million were outstanding.” 
A breakdown of the types of products for which V-loar 


1 credits 


were made available is set forth in appendix table 4. This shows that, 
following the general pattern of defense procurement, the category of 
aircraft, engines, and parts ranked first, accounting for more than 
one-third of the total amount of all V-loans. Electronic and com- 


munications equipment followed, accounting for more than 


one-fifth 


of all V-loans. Combat and other motorized vehicles ranked third, 


with about 11 percent of all V-loans. 
F. EXTENT OF GOVERNMENT’S GUARANTY 


Since V-loans are only rarely guaranieed 100 percent by the 


ment, iis commiument has not been as great as the $2.9 
V-loans authorization since the incepiion of the program. 


Govern- 


billion in 


Table 


below shows thai, overall, the Governmenit’s guaranty has extended 
to $2.4 billion, or 80.9 perceni of the total loans authorized. By 


V-loans have carried guaraniies of 80 percent or less; 31 perce 
total amount have carried guaranties ranging from 81 to 90 


to) 
f 
1 


ruaraniy percentages: Aboui 60 percent of the total amouni of all 


ne of the 
percent; 


and the remainder have been guaranieed for more than 90 percent. 


On the 138 authorizations ouistanding on April 30, 1958, 


totaling 


$343.5, the Governmenit’s guaranty amounts to $264.8 million, or 


approximately 77 percent.” 


TaBLe 1.—Number and amount of V-loans authorized from the beginning of the 
program in 1950 through Apr. 30, 1958, by percentage of loan guaranteed 





\V-loans authorized Percentage of V-loans 2 
Percentage of loan 
guaranteed 
Number | Total amount Amount Number Total 
guaranteed amount 

70 and under 228 $925, 054, 758 $645, 270, 270 15.1 31.5 
Tina 99 f 117, 169, 571 6.5 5.3 
80__. 276 544, 496, 400 18.2 23.2 
a 96 135, 438, 150 6.3 5.4 
90_. 741 , O38, 5f 661, 534, 737 49.0 | 25.0 
Over 90. 74 280, 621, 333 273, 212, 866 4.9 9. 6 

Total pou 1,514 2, 936, 900, 283 2, 377, 121, 994 100.0 100. 0 


Source: Board of Governors of the Federal Reserve System. 


uthorized 


Amount 
guaranteed 


97.4 


80.9 


As previously noted, the guaranteeing agencies are the three armed 
services, the Departments of Agriculture, Interior, and Commerce, 
the General Services Administration, and the Atomic Energy Com- 
mission. Of the non-DOD agencies, 'GSA has authorized the largest 
number of guaranteed loans: 30 loans totaling $164.8 million. AEC 
followed with 18 V-loans aggregating $20.7 million.“ Commerce’s par- 


5° Appendix table 2. 
6° Appendix table 3. 
6! Appendix table 5. 
62 Appendix table 3. 
83 Appendix table 5. 
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ticipation has been small—it has guaranteed only nine loans amount- 
ing to $1.6 million.” Interior and Agriculture, however, have not 
been active in the program and have not guaranteed any loans. 

Since the V-loan program is designed to aid defense procurement, 
and the agency granting the guaranty is that which has the prepon- 
derant interest in the contracts being financed, it is not surprising 
that the armed services have accounted for by far the largest pro- 
portion of the program. Taken together, the Departments of the 
Army, Navy, and Air Force have authorized 96.2 percent of the total 
number, and 93.6 percent of the total amount, of all V-loans since 
1950. The Air Force ranks first in amount of guaranteed loans, al- 
though the Army has authorized a greater number.® 


G. PROFITABILITY OF THE PROGRAM TO THE GOVERNMENT 


Ordinary credit standards may have been somewhat relaxed under 
the V-loan program. Indeed, one of the reasons for the program was 
to make credit available to persons who might not otherwise be able 
to contribute to the defense effort because of a lack of more conven- 
tional financing. 

However, even if more liberal credit standards were applied, the 
V-loan program was successful not only in aiding defense production 
but in yielding the Government a profit. From October 1950 through 
April 30, 1958, the armed services have jointly netted $24,802,799 in 
guaranty fees, commitment fees, and interest on purchased loans, after 
deducting administrative costs, other expenses, and about $178,000 in 
losses on purchased loans charged off.” The net return through 
April 30, 1958, to GSA was $4,372,936, to AEC $415,397, and to the 
Department of Commerce $5,883. Thus, the Government’s net re- 
turn from the entire program has been approximately $29.6 million,® 
although from this may be deducted some $2 million which DOD 
estimates is uncollectible on its purchased loans.” 


LV. Competitive Errects oF THE PROGRAM 


Analysis of the guaranteed loan program is based on two aspects 
of the program ; its ; effect upon competition among various types and 
size groupings of borrowers, and any possible competitive effect upon 
lending institutions. U nfortunately, the data on the program col- 
lected by the Federal Reserve Board is not collated in a form entirely 
suitable for our purposes. Further, time did not permit an inde- 
pendent analysis of all the 1,514 loan authorizations and 237 loan 
rejections. 

Nevertheless, on the basis of the data available, an attempt has 
been made to estimate, at least roughly, the portion of V-loan authori- 
zations received by subcontractors and by small business firms. 
Next, on the basis of a sample, a study is made of loan rejections under 
the program, with emphasis upon conformity of the guaranteeing 


64 Thid. 

6 Ibid. 

* See discussion, infra, p. 39. 

6? DOD Guaranteed Loan Program, OSD Comptroller, EF AD-163, May 26, 1958. 

6§ In contrast, other Government loan programs have not been financially self-sustaining. Financing 
Small Business, supra, at pp. 275-277. 

6? DOD has purchased about $45.5 million in V-loans during the life of the program, $32.4 million of which 
have been liquidated through payments by the borrowers, and $178,600 have been charged off as loss. On 
the balance due of $12.9 million, about $2 million is estimated by DOD to be uncollectible. 
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agencies to the criteria for V-loans under the act. An examination 
is then made of the varying interest charges made under the program 
to the different size groupings of borrowers. Finally, there is a 
brief discussion of the possibility of anticompetitive effects of the 
program upon lending institutions. 


A. THE EFFECTS ON BORROWERS 


1. Prime contractors and subcontractors 


In reinstituting the V-loan program on the outbreak of the Korean 
emergency Congress was particularly concerned with aiding smaller 
business firms in obtaining the necessary working capital to engage in 
the defense effort, both as prime contractors and as subcontractors. 
From the nature of defense procurement, however, it is obvious that 
most smaller firms would be found in the ranks of subcontractors, 
rather than among prime contractors. In this context, examination 
of the share of V-loans to subcontractors is necessary. 

Available data on this subject, however, are collated in terms of 
number of loan authorizations rather than number of borrowers. 
Further, no segregation has been made of the dollar value of authoriza- 
tions pertaining to particular contracts. Thus, where an authoriza- 
tion covered multiple contracts, on some of which the borrower was a 
prime contractor, and on others a subcontractor, the status of the 
borrower was merely denominated as “Both.” 

Text table 2, below, shows a breakdown of the contractual status of 
the borrower for the 1,514 loan authorizations granted.” Firms which 
held subcontracts, but no prime contracts, received 262 authorizations, 
some 17 percent of the total number and 5.7 percent of the total 
amount. In contrast, authorizations solely for prime contracts repre- 
sented 42 percent of the number and 30 percent of the amount. How- 
ever, when the mixed grouping is considered, it appears that the 
authorizations which included subcontracts, at least in part, repre- 
sented more than half of the total number and almost 79 percent of 
the total amount. 

While it is impossible from the data to ascertain exactly the dollar 
value of authorizations allocable to assisting performance of subcon- 
tracts, nevertheless the data indicate that the congressional intention 
to assist subcontractors directly has been realized to a substantial 
degree. Moreover, it is likely that subcontractors benefited substan- 
tially from V-loans made to their prime contractors. For the latter 
were thereby in a better position to finance their subcontractors 
through progress or advance payments or otherwise. 


7 For a complete breakdown, by contractual status of borrowers, of loan authorizations made by each 
guaranteeing agency, see appendix table 6. 
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TABLE 2.—-Number and amount of V-loans authorized from the beginning of the 


program in 1950 through Apr. 30, 1958, by borrower as prime contractor, subcon- 
tractor, or both 











V-loans authorized | Percentage of V-loans 
| authorized 

Borrower’s status 7? -alsieainiitnteaniaaiiliabi 

| Number | Amount Number | Amount 
etesneeieaie a 640 | $882, 989, 655 | 42.3 | 30.1 
RNONIDINIIE hos one onic hace tun ck cde 262 | 166, 318, 600 | 17.3 | 5.7 
OCR... ~ su dedes «con ou. oeodtahacocash tied 612 1, 887, 599, 028 40. 4 | 64.2 
Tn gases heii: casas inceemeamitaaemee an fhe 
Totals St scan<~d oer Fees) | Se 1, 514 2, 936, 900, 283 100.0 | 100.0 


Source: Board of Governors of the Federal Reserve System. 


2. Small business 


More complete information is available as to the participation of 
companies in various size groupings. A measure of the share of the 
program by small business can be estimated on the basis of two 
benchmarks: assets of the borrower” and the number of its em- 
ployees.” Nevertheless, the conclusions derived from these data may 
not be entirely accurate. These indicia were recorded as of the 
initial loan authorization. Accordingly, during the life of the pro- 
gram, as individual authorizations were extended and later authoriza- 
tions were granted to the same borrowers, the assets or number of 
employees may have been changed considerably in some cases. 

Employees.—Table 3 below shows the distribution of V-loans accord- 
ing to the number of employees of the borrowers. Since current 
definition of small business for procurement purposes, as established 
by the Small Business Administration, sets the employee limit at 
500,”3 all categories in the table below 500 employees can be con- 
sidered as comprising small business firms.* Of the 1,514 V-loans 
amounting to about $2.9 billion since the inception of the program, 
firms with less than 500 employees received 1,138 loans amounting 
to $667.8 million, or 75.2 percent of the total number and 23.1 percent 
of the total amount. Of the remainder, the largest firms, those with 
more than 2,500 employees, received 4.4 percent of the total number 
and 42.6 percent of the total amount of all V-loans. 


71 See appendix table 7. 

72 See appendix table 8. 

7321 F. R. 9709, 13 C. F. R., pt. 103, sec. 103.3. However, sec. 3 of the Small Business Act of 1958, enacted 
on July 18, 1958, requires the SBA to make changes in this employee size standard. 

74 However, the employee data here presented do not include all companies affiliated with the borrower, 
as would be required under the SBA definition. Nevertheless, on the basis of comparisons in earlier data 
of affiliated and nonaffiliated employees, the resulting percentages differ by only 3 or 4 percent. See Joint 
Committee on Defense Production, Seventh Annual Report, supra, at p. 294. 
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TaBLE 3.—Number and amount of V-loans authorized from the beginning of the 
program in 1950 through Apr. 30, 1958, by number of employees of the borrower 
only } 

























V-loans authorized Percentage of V-loans authorized 
— — ———$ $$ ——_ — 
Number of employees | | | Cumulative 

| Number} Amount {| Number | Amount | antl 

} j | | 

| Number | Amount 

alee ee ea ae iicaaitininadintnentiaeonl ite cure. 
| | 
Under 25. eee ae, 136 | $26, 285, 280 | 9.0 0.9 | 9.0 0.9 
25 to 49 si coe ree al 171 | 37, 527, 200 | 11.3 1.3 20.3 | 2.2 
50 to 74. ose 149 | 39, 334, 500 9.8 1.3 30. 1 | 3.5 
75 to 99_. shicictien's een ura 107 | 35, 074, 500 7.1 1.2 37,2 4.7 
100 to 149_ pie oeeaeessananen 139 57, 405, 000 9.2 2.0 46.4 6.7 
ete O0..; 5... ...- En aes 204 | 182, 050, 000 | 13.5 6.2 | 59.9 | 12.9 
250 to 499_ .- nin atinneaie peecniereibigtion 232 300, 096, 753 | 15.3 10.2 75. 2 23.1 
DEP i enetelobcceccenka eel 162 | 349, 310, 333 | 10.7 | 11.9 85.9 35. 0 
re Ge iiiniec asec ccsnn =, 92 | 416, 940, 217 | 6.1 | 14.2 92.0 | 49.2 
ee On OO... 55a a ae 67 1, 253, 350, 000 | 4.4 | 42.6 96. 4 91.8 
Not available.............-.-.--.-- 55 | 230, 526, 500 | 3.6 8.2 100.0} 100.0 
WME S O10) heme | 1,514 | % 906, 900, 288 | 100.0} = 100.0 |... : 
| 








1 Excludes employees of affiliated concerns under common ownership or control. 
Source: Board of Governors of the Federal Reserve System. 


Size of assets.—Table 4 below shows that borrowers with less than 
$500,000 in assets received 42 percent of the total number and 8.1 
percent of the total amount of all V-loans.” If the next size group is 
added, borrowers whose assets were less than $1 million received 57.5 

ercent of the total number and 12.4 percent of the total amount of 
/-loans. Of the remainder, borrowers whose assets exceeded $10 
million received 7.3 percent of the total number, constituting 55 per- 
cent of the total amount of all V-loans. 

In reviewing the World War II V-loan program, the House Com- 
mittee on Banking and Currency pointed with satisfaction to the 
fact that “small and medium size business; that is, businesses with 
total assets of less than $5 million,” received over 90 percent of the 
number and one-third of the amount of the V-loans.”* Statistics on 
the present program do not present the under $5 million asset size 
group. Nevertheless, it appears that borrowers with less than $2.5 
million in assets received 75.8 percent of the total number and 23.5 
percent of the total amount of V-loans. And borrowers with less than 
$10 million in assets received 92.7 percent of the total number and 45 
percent of the total amount of V-loans since 1950.” 


% Under the V-loan program in World War II, borrowers whose assets were less than $500,000 received 
63 percent of the number and 9 percent of the amount ofall V-loans. Burr and Sette, supra, at p. 21, table 4. 

7% H. Rept. No. 2759, 8ist Cong., 2d sess., p. 8 (1950). 

7 In view of the rise in the price level since World War II, the present under $10 million asset size group 
is perhaps comparable to the earlier under $5 million asset group. 
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TaBLeE 4.—Number and amount of V-loans authorized from the beginning of the 
program in 1950 through Apr. 30, 1958, by assets of borrower 


i 






































V-loans authorized Percentage of V-loans authorized 
i | 
Assets of borrower | Cumulative 
Number Amount Number | Amount |___ 
| Number | Amount 
4% j le Sheath die 
| 
Under $50,000.........-- De did 65} $5, 472, 280 4.3 0.2 | 4.3 | 0.2 
$50,000 to $99,900. .............4..... | 102 18, 951, 700 | 6.7 -6 11.0 | 8 
$100,000 to $249,999. ...........-.-..- 228 40, 849, 600 15.1 | 14 26. 1 | 2.3 
$250,000 to $499,999. ___._......-.-.-- | 241 174, 652, 000 15.9 5.9 42.0 | 8.1 
$500,000 to $999,909. ._.........-...--| 235 124, 892, 400 15.5 4.3 57.5 12.4 
$1,000,000 to $2,499,999_....._____ mAs! 276 326, 737, 000 18.3 11.1 75.8 23.5 
$2,500,000 to $9,999,999_.............- 256 631, 559, 086 16.9 21.5 92.7 | 45.0 
$10, 000, 000 to $49, 999, beet aes «aoe 91 913, 786, 217 6.0 31.1 98.7 | 76.1 
$50,000,000 and over__.---.-.-.------ 20 700, 000, 000 1.3 23.9 100. 0 100.0 
ee eee ee | ie | _— 
Pel fwudlouas oa 1,514 | 2,936,900,283 | 100.0} 100.0 |... Lio 
| | 





Source: Board of Governors of the Federal Reserve System. 


It is clear, however, that small business, measured by size of assets 
and number of employees, received a much smaller proportion of the 
total mount of V-loans than larger firms. This, in itself, does not 
establish any unfavorable discrimination against small business. 
Analysis shows that small business * did receive the greater propor- 
tion—75.2 percent—of the total number of loans. And since their 
scale of defense operation was, of course, smaller, small firms did not 
need or request loans of the size needed and requested by large com- 
panies. Moreover, since V-loans were tied to financing defense pro- 
curement, it might be expected there would be a close correlation 
between small business’ share of military procurement contracts and 
its share of V-loans. Thus, small business received 18.1 percent of 
the net value of military prime procurement contracts in the fiscal 
years 1951 through 1953, 22.4 percent during the period July 1953 
through April 1956, and 18.9 percent in the fiscal year 1957.” Durin 
almost the same period, firms with less than 500 employees receive 
23.1 percent of the total amount of V-loans.” 

Since the V-loan program was geared to financing defense produc- 
tion for which many borrowers required greatly increased amounts of 
working capital, the size of a V-loan in many cases bore little relation 
to the assets of the firm receiving the loan. Thus, 44.8 percent of 
the borrowers whose assets were less than $50,000 received V-loans in 
excess of that amount and these accounted for 86.2 percent of the dol- 
lar volume of all V-loans made to that group. Eighty percent of the 
amount of all loans made to borrowers with assets of $50,000-$99,999 
were in excess of $100,000; and 48 percent of the dollar volume of 
loans made to borrowers whose assets were $100,000-$249,999 ex- 
ceeded $250,000. It is only where size groups of borrowers with as- 
sets in excess of $500,000 are reached that there is a much closer cor- 
relation between size of assets and size of loan. Even here some bor- 
rowers received loans in excess of their assets.*! 

78 Firms with less than 500 employees. 


7? Small Business Administration, Sixth Semiannual Report, p. 22 (1956); Small Business Administration, 
Eighth Semiannual Report, p. 31 (1957). 

80 The difference may be accounted for in part by the fact that V-loans applied to subcontractors as well 
as prime contractors; in addition, not every small business firm receiving a military prime or subcontract 
was a V-loan borrower. 

s| Appendix table 9. 
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That many small borrowers received V-loans which were in excess 
of their total assets would seem to indicate that they particularly 
benefited by the V-loan program.” Dictated as it was by the ex- 
igencies of defense procurement, it is probable that the program em- 
ploy ed more liberal credit standards than customarily applied com- 
mercially. 

Moreover, the V-loan program was not the Government’s exclusive 
method for aiding small business to obtain credit for defense purposes. 
The program must be viewed in the context of other Government 
programs for financing small firms which may have been preferred 
by some of the small business community. It has been observed that 
since 1953 the Small Business Administration has authorized more 
than 8,500 loans to small business, aggregating close to $400 million. 
And prior to that time, in the fiscal years 19: 52 and 1953, the RFC, 
rg pursuant to section 714 of the Defense Production Act, m: ade 

181 loans to small business totaling $16.3 million. Pursuant to the 
act, these loans were made on certification by the Small Defense 
Plants Administration that the small business recipients were engaged 
in defense or essential civilian production. 


3. Applications rejected 


The pattern of V-loan authorizations may be compared to that of 
rejections. From 1950 through April 1958, 237 applications for 
V-loans, totaling $72.2 million, were rejected.** Thus, rejections con- 
stituted only a very small percentage, about 2.5 percent, of the total 
amount authorized.® Table 5 below shows that rejections for firms 
with less than 500 employees constituted 79.7 percent of the total 
number and 67.3 percent of the total amount of all rejections. Meas- 
ured by size of assets, firms with less than $500,000 in assets received 
67.6 percent of the total number and 31.5 percent of the total amount 
of all rejections. 

* In part, the gage for measuring size, viz, assets at the time of the initial loan authorization, may tend to 
overemphasize the degree to which small borrowers received larger loans than their assets. See Burr and 
Sette, supra, at p. 35 

% Financing Small Business, supra, at p. 260. 

* Appendix table 10. 

85 In comparison, the Small Business Administration during the period 1953-57 declined about one-half 
of the total applications considered; RFC during the period 1937-51 declined a similar proportion; under 
the Federal Reserve industrial loan program from 1934 to 1940, 70 percent of applications were denied; and 


the Smaller War Plants Corporation, which operated during World War II under liberalized credit policies, 


rejected about one-third of the dollar volume of applications. Financing Small Business, supra, at pp. 
269-270. 
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TaBLe 5.—Number and amount of applications for V-loans rejected from the 
beginning of the program in 1950 through Apr. 30, 1958, by number of employees 
and total assets of the borrower ! 





























Applications for V-loans Percentage of V-loans rejected 
rejected 
Number of employees and assets of | l Rigs a a 
borrower | Cumulative 
| Number| Amount | Number | Amount a 
Number Amount 
—_—— —|——_—————_} -__ eS I ciaspenneiamitiniaatias 
EMPLOYEES | | | 
Under 25____. fob Ns cnt ws Leabettoe 50 $4, 472, 334 | 21.1 6.2 21.1 6.2 
EO Gln oa cnccniscceanink bebe 34 3, 740, 200 14.3 5.2 35.4 11.4 
RE HE Po sod alg rack adam rnlawgas dees 31 7,615, 000 13.1 10.5 48.5 21.9 
WOO but béenkatacees cutsiideddeds ll 4, 975, 000 4.6 6.9 53.1 28.8 
ee OO Wie gcensctiecn ; pices 28 9, 350, 000 11.8 12.9 64.9 41.7 
SPORE wires sens scaed 4 =e | 18 9, 910, 000 7.6 | 13.7 72.5 | 55.4 
GO GOES 6 Saka <6 cnn emi itedusee a 17 8, 575, 000 7.2 | 11.9 79.7 67.3 
EE I cSt ew tmesaweaieedacs : 7 9, 600, 000 | 3.0 13.3 82.7 80.6 
PR Ons ds seceenann dtskve css 2 3, 000, 000 | -8 | 4.2 | 83.5 84.8 
2,500 and over_-_---------- « tacéedhesesaeelket Prasanna Scalise = Voth ehahor = eee ‘ 
Not available. ---.-.-------- | 39 | 10, 964, 000 | 16.5 | 15.2 100. 0 | 100.0 
Ws. oo ee ; 237 | 72,201,534 | 100.0} 100.0 | 
TOTAL ASSETS i eee a ee eae ; 
Under $50,000__- aa | 21 2, 448, 238 | 8.9 | 3.4 | 8.9 3.4 
$50,000 to $99,999__...__._-- ont 38 3, 064, 296 | 16.0 4.2 24.9 7.6 
$100,000 to $249,999... __._- wbbecal 61 7, 622, 000 25. 8 10.6 50.7 18.2 
$250,000 to $499,999_____- ee: 40 | 9, 566, 000 16.9 | 13.3 | 67.6 31.5 
$500,000 to $999,999 éa pieced 32 | 14, 147, 000 13.5 19.6 81.1 51.1 
$1,000,000 to $2,499,999... 34 24,775, 000 | 14.3 34.3 95.4 85. 4 
$2,500,000 to $9,999,999___ sett | 8 10, 350, 000 | 3.4 14.3 98.8 99.7 
$10,000,000 to $49,999,999. ____ __- i edited ha kaeial aaa See otic ete edo hebdaidints 
$50,000,000 and over__-_--- ie 1 9, 000 | 4 @) | 99.2 | 99.7 
Wes Oe 5. 2... 8 425 a 2 220, 000 ‘ei a 100.0 | 100. 0 
BO ivi cassasndibencnsssuaegan 237 | 72, 201, 534 100. 0 | 100. 0 ‘peut | aibialein waite 
| | | | 








! Partial rejections and rejections of applications for increases in loans are not included. 
2 Less than 0.1 of 1 percent. 


Source: Board of Governors of the Federal Reserve System. 


While these proportions seem high, it should be observed that re- 
jections for firms of less than 500 employees or with less than $500,000 
in assets amounted to less than 9.5 percent of the amount of V-loans 
authorized to those groups. Stated another way, if no applications 
from these size groups of borrowers had been rejected, their share of 
the entire V-loan approvals would have been increased by less than 
1.3 percent. It would appear then that rejections, compared to the 
dollar volume of authorizations, constituted a minor part of the V-loan 
program, both on an overall basis for all size groups of borrowers and 
for smaller business as well. 

A sampling of the V-loan applications rejected by guaranteeing 
agencies * discloses that of the 65 examined, 21 applications were 
rejected for reasons varying in detail but based essentially on findings 
by the agencies that the risk of financial loss to the Government was 
too great to warrant the issuance of a guaranty.” Among these reasons 
were lack of demonstrated earning power, unwillingness of officers to 
personally guarantee the loan, past bankruptcy experience, overex- 

% Each of the 5 GSA rejections was examined, together with a cross section of DO D’s largest, smallest, and 
median rejections, by size of loan involved (Army 30, Navy 15, Air Force 15). Within this sampling, avail- 
able data were inadequate to show the distribution of rejections by size of borrower. 

87 In a small number of these the guaranteeing agencies were not in accord with Federal Reserve banks’ 
recommendations for approval as acceptable credit risks. In still other borderline situations, these banks 


carefully pointed out the financial risks involved and recommended approval only if production by the 
particular defense contractors was deemed essential to the defense effort. 


29869—58——4 
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tended financial condition, loan excessive in relation to capital invest- 
ment or capital requirements, and insufficient financial information. 
In some of these the borrowers were considered to be such obviously 
poor credit risks that the guaranteeing agencies could not prudently 
undertake to guarantee any portion of the loans sought. In other 
instances the guaranteeing agencies suggested that if the lending in- 
stitutions would acc ept guar anties of certain lesser percentages of the 
loan, or would reduce the amount of the loans, or if other specified 
actions * were taken to improve the borrower’s financial condition 
and thus minimize the risk of loss to the Government, new applications 
would be favorably considered. The suggestions having been followed 
in three cases, guaranties were subsequently authorized. 

Among the rejections reviewed 27 were based on the lack of a certifi- 
cate of eligibility. In at least six of these instances,” however, the 
denial of the certificate of eligibility was itself attributed to the poor 
financial condition of the borrower, and to other reasons relating 
to the financial risk involved. Thus, the actual number of applica- 
tions rejected as financially hazardous is increased from 21 to 27. 

Eight of the 65 sampled showed rejections because of a finding that 
the borrower already had or could readily obtain adequate financing 
apart from V-loans. 

Of the remaining 9 applications for V-loan financing, 6 were volun- 
tarily withdrawn by the applicants,” and the balance were rejected 
by the guar anteeing agencies for a combination of the reasons 
mentioned above. 

It is interesting to note that in the rejected applications examined, 
none of the applic ants sought guarauties of less than 70 percent of the 
amount of the loans. Fifty-one of the 65 applicants asked for guar- 
anties of 90 percent or more, and 12 of these sought guaranties of 100 
percent. All but two of the loans were to be used for the purpose of 
providing additional working capital. One was for the acquisition 
and expansion of plant facilities and another was for both working 
capital and plant expansion. Among this group of 65 rejections were 
proposed V-loans to 40 prime contractors, 15 subcontractors, and 10 
contractors with both prime and subcontracts. Total assets of the 
borrowers, to the extent indicated in the data examined, ranged from 
$22,000 to $34 million. Proposed maturities of the sampled rejections 
ranged from demand to 5 years. 

In general, from our examination of this sample of V-loan rejections, 
it appears: that the statutory criteria and the policies laid down by the 
guaranteeing agencies were uniformly followed by them in passing on 
these applications. No evidence of discrimination for or against small 
or large business has been found. By and large, the applications for 
Government guaranty were rejected because the borrowers were 
deemed to be such poor credit risks that there was no reasonable 
likelihood of repayment or because it was found that there was no 
defense need for the products and services for which the loans were 
sought. 


88 E. g., injection of additional subordinated capital, personal guaranties of principal officers rated finan- 
cially responsible. 

8 See the explanation of this certificate, supra, p.9, note 48. Some ofthe certificates were denied to small- 
business contractors, prior to the 1953 amendment, because alternative sources of supply were available. 

“” Perhaps more, since some of the rejection files are silent as to the reasons for denial of the certificates of 
eligibility. 

%| These might, more properly, not be termed rejections although they are carried on the agencies’ records 
as such. 
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4. Varying interest rates under V-loans 


As previously noted under regulations originally established by the 
Federal Reserve Board, the maximum rate of interest that could be 
charged for V-loans was 5 percent. In May 1957, this was increased 
to 6 percent. Within these ceilings, however, the interest on the loan 
was determined by agreement between the private lenders and 
borrowers, without Government control. However, the lender did 
not retain all the interest paid; he had to share it with the guaranteeing 
agency pursuant to the schedule of guaranty fees.” 

Under the program, the greatest number of loans—72.7 percent— 
was made at 5 percent interest, the maximum rate during most of the 
V-loan program. However, these 5 percent loans constituted only 
33 percent of the amount of all loans. They were exceeded in dollar 
volume by loans made at rates of 4 percent or less. Since the latter 
were only a small proportion—13.3 percent—of the number of all 
loans but aggregated 48.1 percent of the dollar amount of all loans, 
the loans bearing interest of 4 percent or less were obviously concen- 
trated in the largest size groups of loans.” 

While no direct breakdown of interest rates by size of loan is pres- 
ently available, data have been furnished on average interest rates 
paid by different size groups of borrowers. This affords a rough ap- 
proximation of the interest rates charged on different sizes of loans. 
Table 6 below shows that, with some exceptions, interest rates varied 
inversely with the size of borrowers. The smaller business firms, 
measured by size of assets, paid a higher interest rate on V-loans than 
the larger firms. There is a spread of 1.9 percentage points between 
the interest rates paid by borrowers with assets of less than $50,000 
and those whose assets were $50 million or more.“ The average in- 
terest rate for all size groups was 4.2 percent. However, all size 
groups, except the two largest with assets in excess of $10 million, paid 
a higher rate than the overall average. 


TABLE 6.— Average interest rates on V-loans authorized from beginning of the program 
in 1950 through Apr. 30, 1958, by size of borrower 


Assets of borrower Interest rate 
(percent) 


OID SN bite odin ian ddd. occa deseo ona dekielee ecudeeaeiain = eneibdalainaab aaa aan 
I OD Se ithnnis ttn cimvtickienngdtcdnianich dnietin nee abated aici dbname ake 
ee Oe III 6 arn ntitnqsenedece diene cate dc hind bik a conabeiinnhibis aanba ts bearded eadonad adie 
SE OD EID x. cncpnak mat dau ccnigs sabia eek htietnstdnisbshtpectidetllesiiciadaaaialail 
SI IIIT: cic gS tee cchrke lide dened koa aanasiaaieimaiaa aeiath Maina diaeenaninaas 
$1,000,000 to $2, 499, I cal a dd cea Sle ee a ee es ee ae 
$2. 500,000 to $9,9909,999._._.____ cabittiailta <cuical Stable bth eagthbtnccdesthieiadaaaamadns sib oeliams ti lk Aes tedeneninittaih Attias aia 
$10,000,000 to $49, 999,999 
$50,000,000 and over 
All sizes 


Po em Om Oo 
NUrFKAncooco 


Prepared by Board of Governors of the Federal Reserve System, Division of Bank Operations. 


%2 See supra, p. 24. 

% See appendix table 11. 

% The spread during the World War II V-loan program was 1.7 percentage points between interest rates 
paid by borrowers witb less than $50,000 in assets and those whose assets were $5 million and over. Burr 
and Sette, supra, at p. 43, table 15. 
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While small business generally paid higher interest rates for their 
V-loans than large business, this reflects agreement between the 
| private lender and borrowers rather than Government policy. As we 
have observed, the Government merely set a ceiling upon the rates, 
| applicable uniformly to all borrowers. Within that ceiling lenders 
| and borrowers were free to establish the actual rates charged in 
| accordance with customary commercial banking practice. Under that 
| practice, interest rates generally tend to be higher on small loans— 

because of the higher cost of making and servicing a small loan, and rates generally 

rise as the size of the borrower decreases, probably reflecting greater risk to 
i the lender in lending to small business.™ 

Indeed, the mitigation or risk afforded the lender by the Govern- 
ment’s guar anty, together with the Government-imposed ceiling, 
appear to have resulted in lower interest rates for the smaller size 
borrowers than they would otherwise have had to pay. A comparison 
of interest rates by size groups of business under the V-loan program 
and interest rates for comparable size groups under Federal Reserve 
member bank loans outstanding at certain periods in 1955 and 1957 °° 
is set forth in table 7 below. Under the V-loan program every size 
group paid lower interest rates than the comparable group paid on 
nonguaranteed member bank loans in 1957. The difference in favor 
of V-loan borrowers was considerably greater for borrowers whose 
assets were less than $500,000 than for those above that figure. Com- 
paring V-loans with nonguaranteed member bank loans in 1955,” 
borrowers whose assets were less than $250,000 paid lower interest 
rates under V-loans than under member bank loans, while the other 
size groups paid higher interest rates under V-loans. 

The smaller firms were thus apparently able to borrow more cheaply 
on V-loans than on nonguaranteed loans. Larger firms may have had 
to pay more for their V-loan credits than otherwise, because the lender 
passed on some of the cost of the guaranty to them. 

% Financing Small Business, supra, at p. 270. 


% Of course, one difficulty with such a comparison is that interest rates under V-loans are averaged over 
the entire period October 1950 through April 30, 1958. However, data for more comparable time-period 
comparisons could not be obtained. 

% According to a 1955 Federal Reserve Business Loan Survey, “approximately 47 percent of the number 
of all business loans (all maturities) and 70 percent of 1- to 5-year term loans outstanding as of October 16, 
1955, carried interest rates of 6 percent or more. Practically all the above-mentioned high-interest loans 
were in the small-business category. Except for some widening of the differential between the inflexible 
uniform SBA rate and commercial-bank rates, the picture for 1957 is similar to 1955,.’’ Financing Small 
Business, supra, at p. 271. 
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TABLE 7.— Average interest rates on V-loans authorized and on member bank loans 
to manufacturing and mining concerns, by size of borrower 


[Percent per annum] 





| V-loans | Member bank loans} 
authorized 


Assets of borrower | 
September | July 1-Oct. | July 1-Oct. 





weet 30, 5, 1955 16, 1957 
95 
| 
Under $50,000. BY} SOP NO BES erase 5.4 | 5.9 | 6.8 
$50,000 to $90,999. .........--- “4 . 2 B. Oh cscee-~sspth. telbensnsseleada 
$100,000 to $249,999 “ : sete a0 soles eee ee eee 
San Oa 090.000. 225) a ia ae Lh ee eae 5.2 | 5.7 
i ean UE hel inane 
$500,000 to $999,999 phase cecded oso ne ace aenk acta E09 725. 000208 lS decedeasseee 
$250,000 to $999,999____..._._. iS iade ak bpekgadatsenh 1ceee’ Ae tte pega 0} 4,7 | 5.4 
$1,000,000 to $2,499,999 Soa aaa C1 | Seabee este Ee netineaadiedien 
CE.000. 606 00 Dh O00 O06 iets site ic 85 ER ae Bees 4.2 | 5.0 
$2,500,000 to $9,999,999 nee eee 4.6 , caaiinetinmndideads 
See Oe Se ak Jann weve Randa nuchduhhebdevchcatdtandsencbadawsael 3. 8 | 4.7 
$10,000,000 to $49,999,999_- a ei a he G2 A entnecaiteessinenseedeie 
GRE. GER G0 to: GOR SUN OOD 8 is hn ccc aces th comectendsel f. nnsh dente } 3.5 } 4.3 
$50,000,000 and over._- d disk sb chasdicttholciipamncattte Abdali dtd OP iinesks A obi eaebadaan bee 
STL OOO ang overicicoec ie is i ee es ee 3 3.2 | 4.1 
AT IIR» sig ed ot abit det she asta 4.2 | 14.0 | 4.7 


! Outstanding at the end of each period. 
2 Includes loans to borrowers with unknown assets. 


Source: Board of Governors of the Federal Reserve System. 
B. EFFECTS ON LENDING INSTITUTIONS 


The act permits any public or private financing institution, includ- 
ing any Federal Reserve bank, to be the recipient of a V-loan guaranty. 
However, only an insignificant number of V-loans were made by 
public financing institutions. The loans, almost without exception, 
were made by commercial banks. 

Data available are not collated to show the identity and size 
groupings of the banks making V-loans. The limited time available 
for this survey prevented an independent analysis of all the individu1l 
loans for this purpose. 

During the World War II period, however, only a small proportion 
of the total number of commercial banks made any V-loans. The 
larger banks—those with assets in excess of $50 million—accounted 
for much the largest share of these loans.** This concentration re- 
flected 1 similar concentration of war contracts financed by V-loans 
among large borrowers, whose normal financing relationships were 
with the larger banks.*® It may reasonably be believed that this 
earlier experience is repeated in the V-loan program now under 
consideration. 

It should be pointed out, however, that any concentration of V- 
loans in the larger banks is largely extraneous to the V-loan program 
itself. The prospective borrower is free to select any bank with which 
to negotiate for a loan, and that bank could obtain a guaranty of the 
loan if the statutory criteria were satisfied. Those criteria, it will be 
recalled, are in terms of the creditworthiness of the borrower and the 
defense nature of his production. They have nothing to do with the 
lending bank itself. If one bank refused to make the loan, even with 
a Government guaranty, there is nothing in the V-loan program to 


* Burr and Sette, supra, at pp. 51-56. 
Id., at p. 52. 
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prevent the borrower from seeking another bank which would. Thus, 
the Government in no way dictated or restricted the borrower’s choice 
of a bank to provide the V-loan credits. Accordingly, any concentra- 
tion of V-loan business among a comparatively limited number of 
banks would appear to be purely fortuitous. 

Competition among banks in general was preserved by this program. 
It avoided the approach of direct loans by the Government, which 
would have engrossed a portion of the banks’ normal business. As 
it was, private banks were freely able to compete for all the V-loan 
financing. They made and serviced the loans on their own, and 
disbursed their own funds. The Government was happy to restrict 
its participation to a guaranty of the bank against loss. At the same 
time, the Government protec ted the borrower against excessive charges 
by imposing a ceiling on interest rates and commitment fees. 


V. CoNcLUSIONS 


Our broad survey of the Defense Production Act V-loan program 
indicates that, on the whole, it operated satisfactorily. The program 
appears to have yielded material benefits to the three parties in- 
volved—the lenders, the borrowers, and the Government. 

The program resulted in considerable benefits to the Government. 
The $2.9 billion in V-loan credits and the more than $11.6 billion in 
disbursements under those credits involved the expenditure of private, 
not Government, funds. That the Government guaranteed the 
private lenders against most of the loss was sufficient to set in motion 
this large volume of defense production financing. Finally, contrary 
to many other Government financing programs, the V-loan program 
has been self-sustaining. The Government has thus far netted a 
profit in excess of $27 million, more than its profit under a World 
War ITI V-loan program involving a threefold greater volume of loans. 

The lenders, who in almost all cases were commercial banks, were 
enabled to extend close to $3 billion in credits at a minimum of risk 
and at a fair rate of profit, considering the lessened risk and the 
sharing of interest with the Government. The lending institutions 
did not face any loss of business through direct Government financing, 
since it was they who made and serviced the loans, disbursed their 
own funds, and decided whether to apply for a Government guaranty 
against loss. Moreover, the guaranteed portions of V-loans were not 
counted in computing the legal lending limitations governing the 
banks. Accordingly, to the extent that the loans were guaranteed, 
the banks did not commit their legal lending authority and were able 
to make nonguaranteed loans to others. 

In general, the borrowers benefited from the V-loan program since 
they were enabled to obtain a large volume of credits to finance their 
defense production on reasonable terms and for rather extended 
maturities. These were credits which in many cases would not have 
been available to them through other channels. In most cases, more- 
over, the borrowers did not have to mortgage their fixed assets to 
obtain these credits; it was sufficient merely to assign as security the 
moneys payable on the defense contracts which were being financed. 

The small- and medium-size groups of contractors by far predomi- 
nated among the borrowers. While their share of the dollar volume 
of the program was substantially less than that of larger firms, it 
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closely paralleled their proportion of defense contracts. Moreover, 
since their scale of operations was smaller, smaller business did not 
need or request anything like the dollar volume of V-loans obtained 
by large business. Indeed, if none of their V-loan applications had 
been rejected, small business would have received only a very slight 
additional share of the entire program. 

Small business received some particular benefits under the program. 
Since 1953 their applications, unlike those of large business, could not 
be denied merely because the goods and services for which V-loan 
financing was sought were readily available from other sources. 
Moreover, the Government’s ceiling on interest rates and its assump- 
tion of most of the risk of loss resulted in small business paying a 
lower interest rate on V-loan credits than it would have had to pay on 
nonguaranteed loans. Further, customary commercial credit stand- 
ards may have been somewhat relaxed in small business loans, since 
many small business firms received V-loans considerably in excess of 
their total assets.!” 

Apart from these benefits, the program enabled many small business 
firms to undertake defense contracts and subcontracts with the 
reasonable expectation that they could obtain sufficient working 
capital to proceed. It would appear, then, that the program broad- 
ened the base of firms seeking and undertaking defense contracts and 
subcontracts. 

[t is difficult to measure further the competitive effects of the 
V-loans program because of the unsuitability of available data for 
detailed analysis. However, in general, it must be recognized that 
the V-loan program, designed to aid defense procurement, followed, 
rather than determined, the pattern of such procurement. That 
pattern involves a host of elements, of which the ability of the would- 
be defense contractor to finance his production is only one. Never- 
theless by increasing the availability of such financing, this program 
widened the potential of firms to compete for defense contracts and 
subcontracts, and thus aided rather than adversely affected com- 
petition. 

In reinstituting the V-loan program in 1950, Congress professed its 
satisfaction with the way it had operated during World War II. 
Our survey indicates that the present program closely paralleled the 
earlier experience. 


10 See Burr and Sette, supra, at pp. 4-5. 
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Part 2. Voluntary Agreements and Programs Under the Defense 
Production Act 


Section 708 of the Defense Production Act requires the Attorney 
General to undertake continuous study of all voluntary agreements 
and programs authorized by it. Since my last report, the Army Air- 
craft and Maintenance Committee has been dissolved, leaving 19 volun- 
tary agreements outstanding, 5 of which are inactive. This part re- 
ports on that study with respect to (A) the Foreign Petroleum Supply 
Agreement, (B) Ar my Integration ees (C) the Contribution 
of Tanker C apacity Agreement, and (D) | ISIA Classified Agreement. 


A. FOREIGN PETROLEUM SUPPLY AGREEMENT 


Recent events in the Middle East, close to the supply source for a 
large part of the free world’s petroleum requirements, have again 
stressed the importance of emergency machinery to alleviate any ‘dis- 
ruption of oil production or transportation facilities. This includes 
the Voluntary Agreement Relating to Foreign Petroleum Supply, 
last active in providing machinery to meet the transport crisis arising 
from the closing of the Suez Canal. Since the end of that crisis, and 
termination of the related plan of action, the agreement’s Foreign 
Petroleum Supply Committee had not assembled. 

On July 23, 1958, the Secretary of the Interior, Administrator 
the Voluntary Agreement, convened the Committee. Principally, 
was to consider the requirements for emergency action should ches 
be a sudden stoppage of vital production or transportation operations 
in that area. The Administrator, and other Government officials 
addressing the Committee, noted that the current status did not appear 
to present any immediate petroleum supply or transportation emer- 
gency, nor necessarily entail a future emergency. However, the speed 
with which developments might oceur made it prudent to alert the 
Committee to possible future requirement for emergency petroleum 
supply or transport arrangements on short notice. 

In this light, the Committee was not asked to recommend an 
emergency pli in of action. Indeed, the Administrator made no 
finding of present emergency, requisite under the Voluntary Agree- 
ment’s section 6 to Committee formulation of a plan. However, 
because the onset of any emergency might be sudden, the individual 
members of the Committee were asked to give consideration to the 
provisions of a draft plan of action preps ared. by representatives of the 
Government agencies concerned. This draft plan, as it might be 
modified in the light of any comments of the individual company 
members of the Committee, would provide a basic procedural outline 
for any emergency plan of action required. While the final details 
aimed at the peculiar needs of an actual emergency can be drawn 
only after those needs become apparent, resolution of procedural 


1 The text of the agreement is set forth in appendix A, Report of the Attorney General Pursuant to Sec- 
tion 708 (e) of the Defense Production Act. of 1950, as amended, dated February 9, 1957. 
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details in advance would expedite final action should it become 
necessary. 

The draft plan, copy set forth in the appendix, is similar to that 
employed during the Suez crisis. Significant differences include an 
express recognition of the need for flexibility in meeting not only 
transport interruptions, as in Suez, but also the possible loss of a 
significant portion of petroleum production. Additionally, the draft 
plan incorporates strengthened antitrust safeguards, drafted in the 
light of the Suez experience, to aid supervision by the Government 
over the plan’s operation. 

Thus, the draft plan requires that meetings of any committee or 
subcommittee be called only as directed by the Administrator or the 
Director of the program, pursuaat to an agenda furnished in advance to 
the Attorney General and the Chairman of the Federal Trade Com- 
mission. The Chairman of the main Committee will be a full-time 
Government employee. Although subcommittees may be chaired 
by industry representatives, the Government representative present in 
subcommittee meetings is provided with sole authority to determine 
whether matters may be added to the previously formulated agenda, 
or whether the subcommittee operations follow the agenda’s terms. 
The staff of the Committee Chairman would consist of Government 
employees, maintaining liaison with all subcommittees. Full minutes 
of all committees must be kept. All participants would also be 
required to maintain complete records of all action related to the plan, 
to be made available to the Administrator of the Voluntary Agree- 
ment, the Director of the plan, and the Attorney General. 

As noted, no emergency plan of action has yet been recommended 
or considered by the Foreign Petroleum Supply Committee. Any 
final determination of the anticompetiiive implications of any such 
plan which might be recommended by the Committee to meet a future 
emergency must, of course, await its final formulation and submission 
through regular procedures. 

However, I again conclude, upon reexamining the basic Voluntary 
Agreement Relating to Foreign Petroleum Supply in the light of 
present world conditions, that its national defense benefits continue 
to outweigh its possible adverse effects on the competitive free enter- 
prise system. 

B. ARMY INTEGRATION COMMITTEE 


The Ordnance Ammunition Command sponsors 9 integration 
committees, 5 of which are currently active. This command is 
currently studying the advisability of placing one active committee 
in a standby status. This is the Fin Stabilized Artillery Ammunition 
and M31 (137) Rifle Grenade Committee. Presently in standby 
staius are those integration committees dealing with artillery mechan- 
ical time fuzes, cartridge cases, burster casings, and military pyro 
technics. 

Two of the active groups, the Ammunition Loading (except Small 
Arms) and the Small Arms Ammunition Committees, have held 
meetings during the reporting period. The Small Arms Committee 
continues extremely active, holding six meetings during the period. 
The Propellants and Explosives Committee and the Conventional 
Artillery and Mortar Shell Committee did not meet but both have 
scheduled meetings during the next 3 months. 
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Five of the six active integration committees sponsored by Ord- 
nance Tank-Automotive Command met during the last 3 months. 
The command is currently considering whether to place the Track for 
Track Laying Type Vehicles Committee, which did not meet during 
the quarter, on a standby basis. The other five committees are: the 
Light and Medium Tactical Truck Committee, the Cast Armor for 
Track Laying Type Vehicles Committee, the Light Gun Tank and 
Allied Combat Vehicles Committee, Medium and Heavy Gun Tank 
and Allied Combat Vehicles Committee, and the Heavy Tactical 
Trucks Committee. 

The Signal Corps’ Critical Quartz Crystal Committee held a meet- 
ing during the period and has scheduled a meeting for the next 
quarter. The program of interchange and distribution of technical 
information is continuing. 

The Army Tratisportation Supply and Maintenance Command 
recommended the dissolution of the Army Aircraft and Maintenance 
Committee. Notice of the withdrawal of the request to participate 
in the activities of the committee was published in 23 F. R. 4007 on 
June 7, 1958. 

Based upon information received from the Department of the 
Army and a careful review of the minutes of all integration com- 
mittees, it is my opinion that the contributions to national defense 
of these committees continue to be substantial, in the public interest, 
and outweigh their possible anticompetitive effects. 


C. CONTRIBUTION OF TANKER CAPACITY AGREEMENT 


As I stated in my last report, requests have been forwarded to the 
participants concerning their acceptance of the revised plan. The 
majority of the firms have replied favorably and it is expected the 
remainder will respond shortly. No meetings of the participants 
have been held and will not be permitted in the absence of a deter- 
mination of the need to reactivate the plan to supplement the tanker 
capacity available to the Military Sea Samemartalaen Service. 


D. USIA CLASSIFIED AGREEMENT 


The United States Information Agency has informed us that con- 
siderable benefits are derived from the operations under this agreement 
and urge its continuance. Continuing security considerations prevent 
the disclosure of the nature of this agreement. I consider that the 
importance of this agreement to national defense outweighs its possible 
anticompetitive effects. 

Respectfully submitted. 

Witiiam P. RoaGers, 
Attorney General. 

Victor R. Hansen, 

Assistant Attorney General. 
Jutius C. RENNINGER, 

Chief, Congressional Reports Section. 
C. Brooke ARMAT, 

Assistant Chief, Congressional Reports Section. 

SaMUBL Z. GorDON. 

JosEPpH A. MULLIN. 

RaymMonp K. Carson. 

PauL S. MitcHeE.u. 
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APPENDIX TARLE 11.—Percentage distribution of V-loans authorized from beginning 
of the program in 1950 through Apr. 30, 1958, by rate of interest 


+ Percentage of V-loans 


i authorized 

Interest rate (percent) = Deed ie 

| Nember | Amount 
Oneiet BS itive Lt Posi te). Ue. Ee ee 1.7 16.9 
3.5 Jababta Zhi 24 do Ln aie eb dates eR OR. ee eee ee. Be 1.9 7:7 
3.6 to 3.9 llends Riciteasiliadaiaeitinah scanned Ue th thee 1.8 5.6 
4.0__-. ae 7.9 17.9 
$9 OOOO. s. atid. iL LL SL AS 2.0 | 3.9 
SD Bnnnndnastscecceuscounecaécnccensseb ee eee, oe 9.2 10. 5 
4.6 to 4.9 “ 2 . 1.1 | 3.0 
5.0 72.7 33.0 
Over O66).2< cei cB ei 1.5 
Rendle : sonar ce eiliastnciiaiala cata cadena ieee iadiniined 100. 0 100. 0 


Prepared by: Board of Governors of the Federal Reserve System, Division of Bank Operations. 


DraFrt ProposEep, PLAN or ACTION 


This is a plan of action submitted pursuant to section 6 of the Voluntary 
Agreement Relating to Foreign Petroleum Supply, as amended May 8, 1956, 
hereinafter called the Voluntary Agreement. It has been duly recommended to, 
ard approved by, the Administrator and has been submitted to the appropriate 
Government agencies; all pursuant to section 708 of the Defense Production Act 
of 1950, as amended, and the Voluntary Agreement. 


1. Need for plan of action 


The defense and security programs of the United States and others of the United 
Nations have accelerated essential demands for petroleum. There may arise in 
the immediate future interference with the normal movements of petroleum ad- 
versely affecting the defense mobilization interests or programs of the United 
States and caused by loss or stoppage, in whole or in part and for whatever cause, 
of petroleum supply or transportation through any pipeline system delivering 
petroleum to the eastern Mediterranean or through the Suez Canal or both. 

In view of the foregoing, the Administrator has determined that an emergency 
exists outside of the United States which requires the development of a plan of 
action pursuant to the Voluntary Agreement. It is believed that a committee 
appointed by the Administrator and composed of American companies engaged 
in foreign petroleum operations, representative oil companies having only domestic 
oil operations, and such other persons as may be appointed by the Administrator, 
can aid materially in meeting such problems as may arise because of the foregoing 
by considering such problems and making recommendations for action to be 
taken which will either compensate for or alleviate shortages which might other- 
wise arise. 

2. What this plan does 


This plan of action’s prime goal is to help formulate and carry out measures 
to meet petroleum shortages and dislocations in the event of any substantial 
Middle East petroleum supply or transport stoppage. To most rapidly fulfill 
this function, should such stoppage occur, immediate planning in needed. To 
carry out this task, the plan authorized creation now of a Middle East Emergency 
Committee, composed of certain American companies engaged in foreign petro- 
leum operations, representative oil companies having only domestic oil operations, 
and such other persons as may be appointed by the Administrator. 

A. This Committee, upon written request of the Administrator or Director 
(a copy of which request shall be furnished the Attorney General and the chair- 
man of the Federal Trade Commission at least 72 hours before sent to the Com- 
mittee) shall 

(a) Make surveys and investigations of and obtain, analyze, and keep current 
pertinent information and data with respect to foreign petroleum operations. 

(b) Estimate the petroleum requirements (product by product) of each foreign 
country or area to be supplied and the supplies available therefor and prepare 
and submit recommended schedules to the Administrator for each such foreign 
country or area. 
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(c) Make recommendations with respect to stocks of petroleum to be main- 
tained in friendly foreign nations, with primary consideration for the mainte- 
nance of adequate stocks of petroleum for military use. 

(d) Make such other investigations, surveys, and recommendations as may be 
requested by the Director to fulfill the purpose of this plan. 

B. If the Administrator finds a substantial Middle East petroleum supply or 
transport stoppage, this plan authorizes the participants herein, acting alone, 
with other participants, or with such other persons or agencies, whether or not 
engaged in foreign petroleum operations, as are designated by the Administrator 
or by the Director, to take such actions as may be necessary or appropriate in 
pursuance of any program contained in a schedule issued pursuant to the pro- 
visions of section 7 of this plan. Such action may include, among other kinds of 
action, ome or more of the following kinds of action: 

(i) In order to assure the maximum transportation and distribution of crude 
oil and refined products to or from the countries and area specified in section 8 
hereof, the participants herein may arrange, between and among themselves and 
with such other persons and agencies as are designated by the Administrator or 
the Director, for the most efficient use, without regard to ownership, of terminal 
and storage facilities and tankers, pipeline capacities, and other transportation 
facilities so as to minimize duplications, multiple loadings ana discharging, 
split cargoes, longhauling, crosshauling, and backhauling, and idle time in port. 

(ii) Arrangements among the participants herein for the purchase, loan, sale, 
or exchange for distribution in, to, or from foreign countries or areas, o: crude 
oil, petroleum products, and blending agents by and among themselves and such 
other persons or agencies as are designated by the Administrator or the Director, 
to the end that there shall be a maximum distribution of crude oil and refined 
products required in areas affected by the emergency above described. 

(iii) Alterations in the rate of production of crude oi! and the manufaeture of 
refined petroleum products in such foreign areas as may be appropriate with the 
purpose of alleviating the emergency above described. Such alterations may be 
accomplished by any one or more appropriate methods including the following: 
Increasing or decreasing drilling for or production of oil, transportation facilities, 
crude throughput facilities, adjustments in the throughput quality specifications 
or yields or conversion of equipment now installed from the manufacturer of any 
one particular petroleum product to the manufacture of another petroleum 
product, the processing of selected crudes or the exchange of components be- 
tween various refineries, processing agreements or exchange of refinery capacity. 

Any schedule issued hereunder shall describe such program in such detail as 
the Administrator or the Director may determine and the Committee and each 
participant shal! maintain complete records of all actions taken hereunder which 
shall be made available to the Administrator and Director and to the Attorney 
General, and shall make such reports with respect to the carrying out of any 
schedule as may be required by the Administrator or the Director. 


3. Formation. of committees 


(a) The Middle East Emergency Committee (referred to throughout this plan 
of action as the Committee) shall be appointed by the Administrator. At this 
time its sole function shall be to investigate problems arising by reason of the 
considerations set forth in section 1 and to make recommendations. In the event 
the Administrator finds a substantial Middle East petroleum supply or transport 
stoppage the Committee shall then be authorized to take that additional coop- 
erative action described in subsection B of section 2. The Committee members 
shall be American companies engaged in foreign petroleum operations, representa- 
tive oil companies having only domestic oil operations, and such other persons as 
may be appointed by the Administrator, which are participants in this plan of 
action. Each company member shall have one representative sitting on the 
Committee and an alternate to sit in his absence or disability. Each representa- 
tive of each company member of the Committee shall be a senior official of the 
participating company he represents. 

(6) The Administrator may appoint from the Committee membership an 
executive committee which shall perform all duties and functions of the Com- 
mittee when the latter is not in session, and may, from time to time, alter the 
membership thereof. Individuals appointed to serve on the executive com- 
mittee shall be chosen by the Administrator from among those individuals who 
are representatives or alternates of the members of the Committee. 

(c) The Administrator may appoint subcommittees from the members of the 
Committee to assist the Committee in performing its duties and functions, and 
may, from time to time, alter the membership thereof. Representatives on 
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subcommittees need not be the same individuals representing members on the 
Committee. 

(d) The Administrator shall designate for the Committee a Chairman who 

shall be a full-time salaried employee of the United States Government and 
who shall also serve as chairman of the executive committee. The Administrator 
shall also appoint from the representatives of members and their alternates, the 
individuals who are to serve as chairman of any subcommittee appointed pursuant 
to this plan of action. 
) (e) Meetings of the Committee, the executive committee, and all subcommittees 
shall be held upon the call of the Administrator or Director. Such calls shal- 
designate the place of the meeting and shall be by letter or by telegram, or tele- 
phone confirmed by letter. Meetings of subcommittees shall be held at such 
times as the Administrator shall designate in the written notices of appointment 
of such subcommittees or upon the call of the Director. 

(f) The agenda for all meetings of the Committee, the executive committee, and 
subcommittees shall be initiated and formulated in advance of the meeting, 
and furnished in advance to the Attorney General and the Chairman of the 
Federal Trade Commission by the Administrator or the Director. Matters may 
be added to such agenda by the Chairman of the Committee or, as to subcommittee 
meetings, by the chairman of a subcommittee with the consent of the representa- 
tive of the Administrator present at the meeting. 

(g) The Chairman of the Committee shall maintain such staff and other 
persons, who shall be employees of the United States Government, as may be 
requisite to maintain supervision over and liaison with the Committee, the 
executive committee, and all subcommittees. The Committee may maintain 
such office and additional staff and appoint such persons, with the approval of the 
Administrator or the Director, as may be requisite to discharge the duties and 
functions conferred upon them pursuant to this plan of action. Operating expenses 
of the Committee, the executive committee, and subcommittees, except for the 
expenses of the Chairman and his staff, shall be met from a fund to which voluntary 
contributions may be made by companies participating in this plan of action and 
such funds may be solicited by the Committee. 

(hk) The Chairman shall preside at all meetings of the Committee and executive 
committee, and a full-time salaried Government employee, as a representative 
of the Chairman and the Administrator, shall attend all meetings of subcom- 
mittees. In addition, such meetings shall be open to any member of the Com- 
mittee or any subcommittee, to representatives of any Government agency, and 
to any other individual designated by the Director. Full and complete minutes 
of all meetings shall be kept and copies thereof, certified by him to be a full, 
complete, and accurate account of such meeting, shall be sent to the Adminis- 
trator and made available to the Attorney General. Also to be made available 
to the Attorney General upon his request are all records, data gathered, and 
recommendations made by the Committee or any subcommittee. Finally, the 
Chairman, at meetings of the Committee or executive committee, and the Govern- 
ment representative, at subcommittee meetings shall in his sole judgment deter- 
mine whether any question, topic, or discussion falls within the agenda set by 
terms of section 3 (f) and limit discussions to the agenda. 


4. Coordination and cooperation 


In carrying out the provisions of this plan of action the Committee, the execu- 
tive committees, the subcommittee, and all participants shall endeavor to coordi- 
nate their activities with, and shall cooperate with such agencies, committees, and 
other persons as may be designated in writing by the Administrator or the Direc- 
tor. Such cooperation may include participation in programs requested and 
described in writing by the governraent of a foreign nation or jointly by the gov- 
ernments of several foreign nations, provided that participation therein shall have 
been authorized by the Administrator after prior consultation with the Attorney 
General and the Chairman of the Federal Trade Commission, and that any 
participant participating in any such program or action shall maintain complete 
records of its participation. All documents in the possession or under the control 
of each participant relating to its participation or to the participation of others in 
any such requested program or programs or to any action contemplated or taken 
thereunder shall, while this plan is in effect and for a period of 6 months thereafter, 
be available to the Administrator and Director and to the Attorney General, and 
each participant shall make such reports relating thereto as may be required by 
the Administrator or the Director. 
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5. Collection of information 


In carrying out its duties and functions the Committee, the executive com- 
mittee, and each subcommittee may, with the prior consent of the Administrator 
or the Director, direct such inquiries fo and request_and obtain information from 
such petroleum companies as may. be necessary_or appropriate to .the foreign 
supply and transportation objectives of this plan. Sueh information, however, 
shall so far as the Administrator deems feasible be collected under the procedures 
of section 11 of the Voluntary Agreement Relating to Foreign Petroleum Supply, 
as amended May 8, 1956. 

6. Committee representation 


Any individual appointed to represent a member on the Committee, the 
executive committee, or any subcommittee, either as representative or alternate, 
shall, prior to acting thereon, advise the Administrator in writing either by letter 
or telegram of his acceptance of such appointment. Such written acceptance 
shall be directed to the Administrator in the following form and shall obligate the 
individual as stated: 

“Dear Str: [ hereby agree to become a representative of (here insert name of 
company), a participant in the plan of action pursuant to the Voluntary Agree- 
ment Relating to Foreign Petroleum Supply, as amended May 8, 1956, and accept 
appointment as such representative on (here state name of Committee, executive 
committee, or subcommittee) created pursuant to said plan of action. 

“T hereby agree to use my best efforts to discharge the duties and functions 
incident to such representation adequately and expeditiously and in accordance 
with my individual experience and judgment. 

“Sincerely, 
“(sionature).” 
?. Implementing schedules 

(a) This plan of action will be implemented by schedules as described in section 
2 above. Schedules prepared by a subcommittee and recommended by the 
unanimous vote taken at a meeting thereof shall, after approval by the Com- 
mittee, be forwarded directly to the Administrator and a copy thereof furnished 
to the Attorney General and to the Chairman of the Federal Trade Commission. 

(b) All schedules authorized to be prepared and submitted pursuant to this 
plan of action shall, after such modification or revision, if any, as the Adminis- 
trator shall determine to be necessary, be issued by the Administrator and no 
such schedules shall become effective until so issued. Upon issuance of any such 
schedule, copies thereof shall be forwarded to the Attorney General and the 
Chairman of the Federal Trade Commission and to the Committee and the 
appropriate subcommittees and to all participants named therein and all partici- 
pants who may be affected by such schedules (acting directly as principal or 
indirectly by agent, affiliate, or otherwise) shall carry it into effect according to its 
terms, conditions, and intent. The Administrator may reject any schedule 
prepared and submitted to him and may, at any time, if in his judgment such 
action is necessary, terminate, modify, or cancel, in whole or in part, any schedule 
which he has issued. 

(c) Any participant affected by any schedule issued in accordance with the 
foregoing who considers that compliance therewith will work an exceptional and 
unreasonable hardship upon him, may request the Administrator to review such 
schedule. Such request shall be in writing and shall set forth the pertinent facts 
and the reasons why he considers hinself entitled to relief, and the Administrator 
shall act promptly upon such request and render a decision thereon within a 
period of 15 days. 

(d) In cases of need for alterations in any schedule referred to in this plan of 
action which arise subsequent to the issuance thereof, the Administrator, if he 
deems such action necessary, may make specific changes in or modifications of 
any such schedule. Such changes or modifications shall be in writing and copies 
thereof shall be forwarded to the Attorney General, the Chairman of the Federal 
Trade Commission, and to the Committee, any appropriate subcommittee, and 
to all participants affected thereby. 

8. Areas of operation 

The principal foreign areas directly affected by the emergency include United 
Kingdom, France West Germany, Austria, Norway, Sweden, Denmark, Belgium, 
Netherlands, Luxembourg, Eire, Yugoslavia, Turkey, Jordan, Syria, Lebanon, 
Greece, Italy, Switzerland, Spain, Portugal, Africa, Aden, Iraq, Iran, Saudi 
Arabia, Kuwait, Qatar, Israel, India, Pakistan, Japan, Indonesia, Ceylon, South 
Korea, South Vietnam, Cambodia, Laos, Philippines, Formosa, Latin America, 
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West Indies, Thailand, Burma, Malaya, Canada, Australia, and New Zealand. 
To overcome shortages of the magnitude involved, it may be necessary to make 
numerous alterations and adjustments in foreign petroleum operations, with 
assistance to one area sometimes involving adjustments in other areas, including 
not only the directly affected areas specified above but also other areas including 
the Western Hemisphere. 


9. Companies participating in plan 

The companies which, it is contemplated, will participate in this plan of action 
are listed in exhibit A attached hereto and made a part hereof. Additional 
companies may participate when so requested by the appropriate Government 
officials. 
10. Procedures for and effect of becoming a participant 


(a) After approval of this plan of action by the appropriate Government 
official as being in accordance with section 6 of the Voluntary Agreement and 
section 708 of the Defense Production Act of 1950, as amended, and after re- 
quests for participation in it have been approved by the Attorney General and 
have been made of American companies engaged in foreign petroleum operations, 
representative oil companies having only domestic oil operations, and such other 
persons as may be appointed by the Administrator, by such Government official, 
such companies may become participants under the Voluntary Agreement and 
this plan of action by advising such Government official in writing of acceptance 
of such requests. Such requests will be effective for the purpose of granting 
certain immunity from the antitrust laws and the Federal Trade Commission Act 
as provided in section 708 (b) of the Defense Production Act of 1950, as amended, 
only with respect to such companies as notify such Government official in writing 
that they will comply with such request. 

(6) This plan of action shall not be construed as directing or requiring any 
participant to take any action to carry into effect any schedule which would 
conflict with any applicable law or regulation of any foreign country or area or 
with any obligation under any convention or concession agreement with a foreign 
government. 


11. Incorporation by reference 


(a) The provisions of the Voluntary Agreement Relating to Foreign Petroleum 
Supply, as amended May 8, 1956, are incorporated in this plan of action as if set 
forth fully. To the extent that this plan of action may be at variance with said 
Voluntary Agreement, the latter’s terms shall be deemed amended for the purpose 
of action taken under this plan of action. 

Limitations contained in section 11 of said Voluntary Agreement upon the 
disclosure or divulging of information or data to, or exchange of information or 
data between, members of the Committee or subcommittees, or upon the circula- 
tion of discussion of country estimates, or upon consultation between the chairmen 
and their respective committees and subcommittees, are not to be construed to 
apply to information, data, or country estimates requested, furnished, derived, 
or prepared pursuant to this plan of action; provided, however, that until the 
Administrator finds a substantial Middle East petroleum supply or transport 
stoppage, or until he determines, with the approval of the Attorney General, that 
the following limitations no longer serve the national interest, no one but the 
Administrator or his Government representative may have access to any individual 
company estimates of its own future production and sales, and no such individual 
company future estimates shall be discussed by any committee or subcommittee. 


12. Effective date and duration 


This plan of action shall become effective upon the date of its approval by the 
Director, Office of Defense Mobilization. It shall cease to be effective at the 
termination of title VII of the Defense Production Act of 1950, as amended, unless 
the applicable time limitation now specified in said act is extended or otherwise 
changed by legislative action in a form which permits continuation of this plan 
of action. This plan of action may be terminated at any time as may be deter- 
mined by the Administrator upon notice by letter, telegram, or publication in the 
Federal Register. 


13. Withdrawal from plan of action 
Any participant may withdraw from this plan of action subject to the fulfill- 
ment of obligations incurred under this plan of action prior to the date such with- 


drawal becomes effective b~ gi-ing not less than 30 days’ written notice to the 
Administrator. 





